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Electronic Data Systems Corp., Plano, Tex., has signed a deal to build and manage an electronic registry for Mortgage Electronic Registration System Inc. 

Under terms of the deal, EDS will foot the developmental bills of the multimillion-dollar system - a national clearing house for the electronic transfer of ownership and servicing rights for mortgages. 

Factoring in development costs, EDS officials said, the six-year deal should be worth between $60 million and $100 million. The value of the contract depends on the volume of transactions that eventually run through the registry. 

EDS was among three companies that answered an October solicitation for bids from Mortgage Electronic Registration System. Officials at the Washington-based firm declined to name the other bidders. 

A prototype system is expected to be available in October. 

"Mers will literally transform the mortgage industry," said Larry Walker, head of EDS' real estate and mortgage industry unit. 

"It's the most significant industry-backed initiative since the formation of the government-sponsored enterprises," the Federal National Mortgage Association and the Federal Home Loan Mortgage Corp. 

EDS is taking some risk in striking the deal, because transaction volume, and thus EDS' fee, is likely to be small in the early stages of the system's operation. 

But EDS officials are betting that a paperless system for mortgage servicing eventually will generate enough transactions to offset the development costs. EDS did not say how much development of the system would cost. 

Registry executives see their see system as an industry utility, analogous to Wall Street's Depository Trust Co. The company is owned by the Mortgage Bankers Association of America, Fannie Mae, Freddie Mac, and several mortgage companies, including American Home Funding Inc., Knutson Mortgage Corp., and Norwest Mortgage Inc. 

Officials EDS and the registry said the aim of the new system is to reduce the need for mortgage paperwork after initial public land records are filed. 

It will let mortgage companies to register sales, pledges of securities interests, and mortgage servicing rights electronically from a central location. 

Officials from both companies said they expect use of the system to grow quickly, once those using the system get used to the idea of conducting parts of their business electronically. 

Leilani Allen, a mortgage technology consultant with Tenex Consulting in Boston, said EDS won the contract based on its technical and administrative experience, and its proven ability to handle large developmental projects in a timely manner. 

Ms. Allen and Tenex are responsible for creating the system's specifications. 

Paul E. Mullings, the registration firm's chief executive, said his company chose Electronic Data Systems because it wanted a "technology provider that shares our vision. In EDS we found a company that had not only technological expertise, but extensive mortgage industry knowledge." 

Mr. Mullings said his firm will handle marketing for the new system. 

(Copyright American Banker Inc. - Bond Buyer 1996)
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Although the mortgage industry has stalled in the wake of a once- white-hot housing market, the momentum for expanding electronic mortgage servicing and delivery capabilities is showing signs of peaking. 

Voluntary standards for PDF electronic signatures have been advanced through the Mortgage Bankers Association's MISMO technology subsidiary, the Mortgage Industry Standards Maintenance Organization, and the real estate finance industry's MERS initiative, or Mortgage Electronic Registration Systems. This spring, e-delivery standards for government mortgage loans from the FHA, VA and USDA Rural Development are expected to move through MISMO. 

And in a step toward a complete e-mortgage offering from the vendor community, Wolters Kluwer Financial Services (WKFS) and Adobe Systems are pooling their respective enterprise workflow and process management software strengths into a full-service electronic mortgage offering launching soon with national lenders. The Wolters Kluwer/Adobe deal merges the WKFS Expere Integrated Enterprise risk management and compliance tools with Adobe's real-time, LiveCycle document services. Together, they will enable a lender to use digital signatures and maintain a centralized digital library of loans and applications in which changes to source data shift to all relevant documents. The services will cover sourcing and origination to processing and servicing. 

Executives say the impetus for the deal came from shared clients who wanted the two firms to put an end-to-end e-mortgage platform in place. Even with e-mortgages' appeal, the ROI equation for a large lender requires a flexible delivery model that was hard for institutions to piece together themselves, says TowerGroup's Craig Focardi, area research director for consumer lending, retail banking and delivery channels. "In order for e-mortgages to make economic sense, the lender must be able to originate them through multiple distribution channels-retail, wholesale, correspondent and call center," he says. 

"E-mortgage adoption has been slowed because lenders themselves would have to piece together numerous subsystems to complete any mortgage technology solution," says Focardi. 

Paper continues to dominate the process nearly eight years after federal digital signatures legislation established the legal weight of e-signatures. But the e-mortgage push is being fed by needs for faster processing, reduced errors and quicker paths to revenue into the secondary market. 

"The technology's out there; I think it's been somewhat slow to adopt partly because the mortgage market was so heated," says Jay Levine, WKFS CTO and vp of product development. "Now... it's [going to be] somewhat counter cyclical." 

For Adobe, it's an opportunity to expand its LiveCycle platform- including the burgeoning area of enterprise rights management-into the mortgage field. Financial services is the largest vertical for LiveCycle deployments, but that is primarily in back-end loan processing services, says Adobe's Nicole Kealey, group solutions manager for financial services. 

Levine says that WKFS and Adobe have an agreement in the works with a top-three lender, and are negotiating with at least four others. (c) 2007 Bank Technology News and SourceMedia, Inc. All Rights Reserved. http://www.banktechnews.com http:// www.sourcemedia.com 

(Copyright c 2007 Thomson Media. All Rights Reserved.)
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MERS passed a milestone late last year by getting past the I million loan mark on its electronicregistry for mortgages. A key change to standard loan documents ushered in the MERS-registered loan as a more accepted part of the origination process.This step sets the stage for industrywide acceptance of this paperless and cheaper alternative to assignments.

THE TERM "BEST EXECUTION" HAS SPECIAL MEANING FOR THE MORTGAGEINDUSTRY. But, in general, it can be defined as the most desirable and valuable way of doing things with the highest degree of skill. Has MERS Mortgage Electronic RegistrationSystems) provided the industry with that kind of value? Let's take a look at a little history and at the various lenders and servicers using MERS today.

December 1999 marked a milestone in the brief history of MERS, as the company passed the 1 million mark in mortgageloan registrationson its national electronicloan registry. McLean, Virginia-based MERSCORP, Inc., is the operating company that owns the MERS System and is the parent of Mortgage Electronic RegistrationSystems, Inc., McLean, Virginia, which is the company that appears as mortgagee of record in the county land records.

MERSCORP, Inc., was formed by MortgageBankers Association of America (MBA) member companies as a central electronicloan registry in an ambitious attempt to help lenders streamline the lending process and eliminate the need to record assignments when selling loans to other mortgagecompanies.

In 1998, the industry's leadership recapitalized MERS to permit the company to complete what it had begun in its first year of operation. Now is a good time to check the progress of the effort and take a look at the future.

As you read this, nearly 1.5 million loans will have been registered on the MERS System. More than ioo companies use MERS, with registrationsoccurring every day. Six of the top io mortgageoriginators (according to Inside MortgageFinance) are originating or purchasing MERS-registered loans. Other major originators and aggregators, representing 20 of the nation's top 30 lenders, are integrating MERS into their operations this spring and summer. The participation in MERS by these lenders, plus its acceptance by Fannie Mae, Freddie Mac, Ginnie Mae, Federal Home Loan Bank, VA, FHA and major Wall Street rating agencies, means that all lenders and investors can accept MERS-registered loans.

A little history

The rising tide of paper that was choking mortgageloan productivity in the early 1990s provided the impetus for an industry task force to recommend the establishment of MERS in an effort to eliminate the need to prepare and record assignments. MERS would allow mortgagelenders and servicers to cooperate to reduce or eliminate their paperwork burdens and bring a higher level of efficiency to secondary market sales and trades between trading partners. Because secondary market transactions involving the sale of both beneficial rights as well as servicing rights generated a flood of paper mortgageloan assignments, MERS took up the task of providing an alternative to using paper for tracking these transfers between trading partners.

The Depository Trust Corporation (DTC), New York City, provided a good model. DTC had long ago enabled the national securities markets to eliminate the need for paper stock certificates to record the purchase and sale of stocks, bonds and other securities. DTC is a participant-owned corporation that records securities transactions electronically, eliminating the need to pass paper stock certificates or other security certificates back and forth. It is difficult to imagine accommodating the current volume of securities trading on the national exchanges if stock traders were required to use paper certificates to pass ownership rights.

The MERS System was designed to perform similar functions for mortgagelenders, but with a difference: MERS would first concentrate on eliminating mortgageloan assignments by providing an electronicregistry to track the many transfers that occur in our active markets today. Although many lenders are using assignments to make MERS the mortgagee of record, the maximum cost reductions for lenders occur when MERS appears in the security instrument. This concept is known as MERS as Original Mortgagee (MOM).

MERS received approval from Fannie Mae and Freddie Mac in 1997 to act as mortgagee of record on uniform security instruments. This approval meant that MERS could be named in the mortgageor deed of trust as mortgagee and nominee for the lender at the outset. Then once the security instrument was recorded, transfers of beneficial rights and servicing rights could be tracked on the MERS electronicdatabase, eliminating the need for any recorded assignments between trading partners. Approved Fannie Mae/Freddie Mac security instruments became available in late spring 1998 from document vendors.

Systems, the MIN and value

Mortgagelenders can be reluctant to embrace change, especially to their business processes. While naming MERS as mortgagee on the security instrument seems a fairly straightforward change, loan origination systems and servicing systems needed to be modified. Several large mortgagelenders and servicers that could see the immediate benefits of eliminating assignments from their operations began to make the necessary system changes.

The process was slow, but by the end of 1998, several lenders and wholesalers were ready to originate and/or purchase MERS-registered loans from trading partners. The process continued to gain momentum during 1999, in spite of a lengthy systems freeze imposed on most lenders by Year 2000 computer concerns. As companies lifted their Y2K development freezes, MERS activity accelerated.

"Today, many vendors have completed MERS-related enhancements or are in the process. MERS-ready software is rapidly becoming a feature demanded by mortgagecompanies," says Dan McLaughlin, executive vice president and product division manager for MERS. "In the last year, we have seen MERS readiness become key criteria in our customers' evaluation of new software products. In exhibition halls and in advertising, the 'MERS-Ready' logo is prominently displayed by those vendors that have completed integration testing with us."

Not to be left in the dust in the race for e-commerce solutions, McLaughlin announced at the MERS user conference in March that MERS will introduce a browser-based interface for registering loans on MERS in May. "Market research indicates that our MERS Lite members should gain substantial benefits from registering loans through our Web-enabled interface to MERS," says McLaughlin. "It's one more way that we are making it easier for customers to use MERS." MERS Lite members are companies that typically originate and sell their production servicing-released.

MERS benefits are available to lenders by using a mortgageidentification number (MIN) that can be created by the lender and placed on the mortgageor deed of trust prior to closing. This change affects loan origination and closing document systems. The MIN is used on MERS to track a mortgageloan throughout its life. The MIN must be recognized and tracked by loan origination, secondary market and servicing systems.

The good news for companies embracing system changes was that using MOM, as the practice has come to be known, provides an immediate cost reduction of approximately $22 per loan. The MERS registrationfee is $3.50, yielding substantial savings over paper processes. This up-front cost savings has provided a powerful incentive for lenders who deal in secondary market transactions, which is the majority of lenders today.

Mortgageloan servicers also benefit substantially from the elimination of the need to track, account for and correct paper assignments. As servicing rights are traded, transfers are tracked electronically on the MERS database. No assignment is required to effect the transfer between MERS members, nor for sales to Fannie Mae or Freddie Mac, for inclusion in Ginnie Mae securities or for private rated or nonrated securities.

MERS impact on securities

In February 1999, Lehman Brothers took the first step in the securities market by including MERS-registered loans in a jumbo mortgage-backed security (MBS). This security gave the rating agencies the chance they had waited for-an opportunity to rate a MERS package. Standard & Poors, Duff & Phelps and Fitch IBCA have rated securities containing loans that name MERS as mortgagee of record without hurting the security's rating.

Moody's Investors Service took the opportunity to issue an independent Structured Finance special report entitled "Mortgage Electronic RegistrationSystems, Inc. (MERS): Its Impact on the Credit Quality of First-MortgageJumbo MBS Transactions" in April 1999. The report states that the "impact on the credit quality of jumbo first-mortgageMBS transactions will be negligible." The report also identified areas that would not be harmed: the legal mechanism to put creditors on notice of a mortgageis valid; the ability to foreclose and take real estate owned (REO) will not be materially affected; and credit enhancement levels for first-mortgagejumbos will not be increased as a result of the use of MERS. (Any nonstandard could add credit enhancement; MERS does not).

However, the most significant finding in the report specified that in transactions where the securitizer used MERS, there would be no need for new assignments of mortgagesto the trustee of MBS transactions.

"We are aware of five major companies that have MERS-registered loans in their securitizations: Lehman Brothers, Bank of America, Norwest, Residential Funding Corporation [RFC] and Countrywide," says Bill Hultman, senior vice president of MERS. "These companies have been the pioneers and cleared the path for MERS as the best execution for all types of mortgageloans."

In pursuing acquisition of MERS-registered loans, RFC indicated that the cost savings would be approximately $15 to sy a loan. Norwest estimated its savings would be in the neighborhood of $300,000 to $500,000 this year for its correspondent loans (i.e., savings from back-office improvements such as elimination of the need to track, correct and rerecord missing or incorrect assignments).

Rick Scogg, president of Aurora Loan Services, Aurora, Colorado, says his company saves hundreds of thousands of dollars a year. "We have already benefited and will benefit considerably more in the future," he says. "We buy and sell servicing frequently. When we buy portfolios, there are payoffs and foreclosures the next day and therefore there is a delay in the lien-release process [for non-MFRS loans. With MERS, we don't need to get attorneys to correct these, and that saves us thousands of dollars a year.

"Truly, the foreclosure and release process is the biggest pleasant surprise for us," Scogg says. "It has had a major impact on our efficiency after acquisitions."

Warehouse lenders

As MERS memberships and registrationsgrow, more sectors of the mortgageindustry come in contact with the benefits of MERS. Interim funders can get a security interest in a MERS-registered loan in three ways: they can accept an unrecorded assignment from MERS in recordable form; waive the unrecorded assignment by becoming a MERS member and registering its interest on the MERS System; or waive the unrecorded assignment from MERS and enter into an electronictracking agreement that establishes a contractual relationship among MERS, the interim funder and the mutual customer.

The electronictracking agreement has emerged as the best and most comfortable solution for these lenders and for MERS and its members. It gives everyone a contract that all parties agree to, which requires MERS, upon notice, to become the nominee for the interim funder in the public land records. That means the security interest of the interim funder is automatically perfected without any further action if there is a default by the MERS member who is also the interim funder's customer.

"We anticipate this will become the method chosen by most interim funders," says Hultman. "Several entities have approved this method and accepted it as a way of doing business without requiring the traditional unrecorded assignment. As more companies adopt this as a way of doing business, it will quickly establish MERS as the best execution in this arena as well."

The lender advantage

From the outset, MERS was designed to be the central electronicregistry that tracked the ownership of mortgageloans for the entire industry. The approval of MOM (where MERS serves as nominee for the lender in the recorded security instrument) by Fannie Mae and Freddie Mac allowed the industry to register loans on the system without a prior assignment. Let's look at how registrationand tracking of ownership rights on MERS have worked and examine if MERS delivered the cost savings that was projected.

There is no doubt that approval for MERS to act as original mortgagee provided the catalyst for the success of MERS. In the year and a half since MOM loan documents became available, many more companies have activated their membership (some companies had a latent deactivated membership status, while others became members) in MERS. The first two large companies to encourage their correspondents to deliver MERS loans were Norwest Mortgage(now Wells Fargo), Des Moines, Iowa; and Nations Banc (now Bank of America Mortgage), Charlotte, North Carolina. In July 1998, Merrill Lynch Credit Corporation became the first lender to originate MOM loans by using MOM security instruments. But another national company took its MERS participation one step further.

In 1999, Old Kent MortgageCompany, Grand Rapids, Michigan, became the first nationwide company to implement MERS companywide for correspondent, wholesale and retail origination channels. Old Kent registers loans in two ways: by using MOM and by assigning closed loans-either purchased or in portfolio-to MERS.

After one full year of experience with MERS, Old Kent has realized many benefits. Says Michelle Genrich, vice president of operations for Old Kent, "There is no doubt that the savings identified in the cost benefit (analysis] are now a reality. The registered loans have not gone to final payoff yet, but we expect even greater benefits at that time. The next refi period will be the true test, and we have no doubt the savings will be there also."

Old Kent has benefited from streamlining the origination process through the elimination of the assignments. The $3.50 registrationfee is paid by the borrower and is shown on the HUD-1 for conventional loans. "MERS is a win-win [situation]," says Genrich. When lenders originate loans using "MERS as Original Mortgagee (MOM), the need for an assignment is eliminated-creating a cost savings of about $zz per loan. Old Kent has listed the $3.50 charge on the HUD-1 and the borrower has paid the $3.50 instead of paying the $22 for an assignment.

Alliance MortgageCompany, Jacksonville, Florida, has been registering loans on the MERS System for two years, both using MOM documents and by assignment. "The elimination of the assignment has been tremendous for us," says Betty Ellis, vice president of operations for Alliance. "It is not just confined to the monetary savings of not having to record the assignment, but all of the nitty-gritty [steps involved] in many processes that cost time and money.

"For example," Ellis says, "the accounting department has savings directly related to MERS that were not identified in the cost-benefit analysis. If a recording fee check doesn't clear the bank for an extended period of time, it has to be reissued and other departments notified about the stale check. This multiplies over a period of time when there are thousands of loans. The back office saves a tremendous amount of time. The savings per loan in this case is a minimum of $20."

McLean, Virginia-based NVR Finance, Inc., has adopted MERS registrationto streamline deliveries to its correspondent trading partners. The initial impact within the company has been great," says Charles L. Riecker, executive vice president of NVR. "For example, in our managers meeting when we announced we would be doing MOM docs, our managers expressed tremendous expectations of greater efficiencies as a result.

"One of the title companies that does a lot of business with us said they would like to insure all of their loans in this fashion. They were overjoyed," Riecker says. "The concept is so simple, but people in general don't grasp the ramifications of MERS. Even in a situation where servicing is retained, some loans require more than one assignment. The changing market creates additional assignments. MERS eliminates all that."

Big benefits for servicers

A number of servicers that have serviced MERS-registered loans are already reaping the benefits of MERS. Large and small servicers benefit from the elimination of assignments in a number of ways. From the beginning of the postclosing process, savings occur because companies do not need to track documents and re-record them if errors occurred. Unrecorded assignments to Fannie Mae and Freddie Mac are unnecessary, and Ginnie Mae certification procedures are streamlined.

HomeSide Lending, Jacksonville, has experienced cost and time savings in postclosing areas not often easily identified. For example, HomeSide saves time by using MERS certifying officers for releases in the paid-in-full department, where completion of releases can be done in half the time, according to Stephan Avery, project manager at HomeSide.

HomeSide is implementing MERS in phases. The company eliminated assignments by using MERS to register bulk loans and co-issue transactions. Eliminating as much as 300,000 agency assignments had a significant economic impact.

Says Avery, "Some trading partners were initially hesitant about registering loans on MERS. But we found that as we walked them through the process, they realized MERS was not a mammoth project requiring tons of resources to implement."

William Glasgow, executive vice president of HomeSide, has been instrumental in incorporating MERS into company operations. "We expect MERS to provide a long-term benefit to HomeSide's servicing and production divisions by simplifying the document tracking and recovery process," he says. "Furthermore, we expect our wholesale production customers to benefit by reducing the expense of originating mortgages. The economic benefit will be derived over the expected life of the book of business currently registered. The immediate savings for HomeSide comes from certain bulk transactions completed."

HomeSide has recommended its sellers utilize MOM security instruments and register loans on MERS.

Anthony P. Meli, senior vice president of Edison, New Jersey-based Chase Manhattan Mortgage, says, "MERS has enabled us to reduce costs for our business partners by eliminating the assignments. These are hard dollar savings for our clients and [that) is another reason for them to do business with Chase."

Chase correspondents have been delivering MERS-registered loans at an increasing rate, according to Meli. "Tracking assignments back and forth with county recorders' offices and just handling the paper is extremely expensive," says Meli. "These costs are embedded in the process, and eliminating assignments cuts these costs for us.

"We recommend MFRS to our trading partners," Meli says, "because MERS-registered loans streamline the process, and we don't have to handle the paper either. The future for our industry relies on creating more efficiencies in the process, reducing costs and managing data, not paper. We encourage our business partners to take advantage of this methodology now."

Fleet MortgageGroup, Columbia, South Carolina, offers the perspective of a company preparing to integrate MERS into its business operations this year. "Fleet correspondent lending is and has been a huge proponent of MERS," says Stannye Baringer, senior vice president of correspondent lending operations for Fleet. "We believe that this is where the industry wants to be, as it clearly benefits all parties in the transaction. Many of our customers have approached us about MERS, and as more and more aggregators and servicers come on board with MFRS, it will make it easier and less costly for correspondents to do business."

`A number of our customers are already MERS-enabled," Baringer says. "Because of the size of our servicing portfolio, we must have the process automated. At the same time that enhancements are being made to our servicing system to accommodate MERS, we are implementing a new front-end system. So it has taken us just a bit longer to roll out MERS to our customers. But we will be there, too."

In February, Principal Residential Mortgage, Des Moines, Iowa, announced its delivery program to correspondents. "Over the past year, our correspondents have been asking us to get involved with MERS," says Phil Kuhn, vice president of correspondent lending for Principal. "Our correspondents view us as having a full spectrum of products because we are able to accept MERS loans."

Kuhn cites the example of a recent discussion with a prospective correspondent. "This correspondent decided to come aboard with Principal because we are now MERS-ready. Correspondents view MERS as a future trend," he says. "We're absolutely recommending MERS to all our trading partners."

Service providers assist

One of the ways to measure best execution is to assess the impact of a process in business flows. Says Jim Stewart, vice president of new accounts for Glendale, California-based Nationwide Title Clearing, "Over the past two years or so, and especially last year, we at NTC have seen a marked increase in our clients' desire to record assignments to MERS. And I can't think of a single instance in which a client has wanted to `deregister' a loan off of MERS."

Mary E. (Bette) Albarran, managing director of Bay View Financial Trading Group, Beltsville, Maryland, has worked with several customers who are MERS members. "As more companies become active on MERS, we will see trading of registered MERS loans really become advantageous for sellers, especially for agency paper," she says. "It all comes down to what the seller will net out of the gross purchase price. Preparation and recording of assignments erode that price. When both parties are on MERS, the costs are considerably reduced.

"All things being equal, if a seller is on MERS, they prefer to sell to a purchaser who is on MERS rather than to a non-MERS purchaser for whom they would have to produce assignments," says Albarran. "MERS-ready sellers can avoid the whole issue of assignments by performing transfers electronically to a MERS purchaser. Not only is cost a factor, but preparing, recording and tracking assignments is extremely time consuming.

"Obviously, purchasers pick and choose the portfolio offerings they will bid on based on a number of criteria," Albarran continues. "A purchaser will consider the size of the offering, the investor, the types of loans, WAC [weighted average coupon], WAM [weighted average maturity] and geographic location. It would certainly be an advantage for a MERS purchaser to find a seller who can provide MERS-registered product. An added advantage is the reduction in time to recertify pools."

Albarran also works with Bayview Portfolio Services, a MFRS registrar. She believes that most companies that buy and sell loan servicing as a regular part of their business plan will use MOM. "At some point in time," says Albarran, "we will have to assume that most of these companies will become MERS members. It only makes sense."

R.K. Arnold, president and chief executive officer of MERS, has led the effort to encourage lenders and servicers to adopt MOM loans as their standard business methodology. "It's been gratifying to watch the trend of more and more companies embracing the MERS assignment-free method of doing business," he says. "The year 1999 validated the MERS concept with lenders large and small. It's now our job to accelerate the pace of industry acceptance in the year 2000."

As thousands of new MERS-registered loans are boarded by servicers, the elimination of assignments from the business process has shown collateral benefits, even outside the typical residential mortgagetransaction. "Our members have found numerous new ways that using MOM documents adds to efficiencies in their shops," says Arnold.

"We've also been approached by nontraditional lenders and commercial lenders to eliminate assignments from their processes as well," Arnold says. "In fact, in some respects the commercial lending sector is an even richer ground for MERS, because so many commercial deals require multiple assignments. We already have some commercial lenders that have decided to use MERS, and the timeshare sector seems to be particularly interested.

"Several electronicexchanges have approached us to do business as well. They see MERS as the only way to offer a fully electronic mortgagetransaction; otherwise, assignments are required to sell the loans," says Arnold.

"Finally, second mortgagesand home-equity loans represent some of our best volume-and subprime lenders, with all those multiple assignments, see extra benefits to MERS originations," Arnold says. "These business sectors will add to the overall savings that MERS can bring to the mortgageindustry, making a MOM loan the best execution." MB

Sidebar
The MERS Difference In the Life of a Loan

The following is a brief summation of the pathway taken by a MERS loan:

Originate and close loan with MOM security instrument and record with county recorder.

Register the loan data on MERS& System.

Track transfer of beneficial or servicing rights electronically (no assignment),

The following is the path of a non-MERS loan:

Create security instrument and assignments for closing, both recorded and unrecorded assignments.

Record security instrument and loan assignment with county recorder.

Await return of recorded assignment.

Correct assignment mistakes.

Rerecord correct assignments.

Endure constant follow-up from investors.

Lose productivity chasing paper.

Watch assignment costs multiply.

Sidebar
LENDERS ON THE MERS SYSTEM SINCE APRIL 1997

Aegis MortgageCorporation

Alliance MortgageBanking Corporation

Alliance MortgageCompany

Amaximis Lending, LP

Ameri-National MortgageCompany, Inc.

America MortgageExpress Financial

American MortgageFunding Corporation

AmeriSouth MortgageCompany

Aurora Loan Services, Inc.

BancMortgage Financial Corporation

Bank of America Mortgage
Bank of New York MortgageCompany, LLC

Cal Coast MortgageCorporation

Cendant Mortgage
Centennial Bank

Chase Manhattan MortgageCorporation

Chevy Chase Bank, FSB

CitiMortgage, Inc. (formerly Source One Mortgage)

Citizens Bank of Cortez

Com Unity Lending

Commerce MortgageCorporation

ComNet MortgageServices

Continental Savings Bank

Corinthian MortgageCorporation

Countrywide Home Loans, Inc.

Crescent MortgageServices, Inc.

Eagle Home Mortgage, Inc.

Federated Lending Corporation

First Nationwide Home Finance

First Nationwide MortgageCorporation

Fortress Mortgage, Inc.

GN MortgageCorporation

Guaranty Bank,SSB

Harbor Financial MortgageCorporation

Home financing Unlimited, Inc.

HomeSide Lending, Inc.

Horizon National Bank

Household Financial Services

Ivanhoe Financial, Inc.

Ivy Mortgage
Landmark Financial Services

Majestic MortgageServices, Inc.

Market Street MortgageCorporation

McAfee Mortgage& Investment Company, Inc.

Merrill Lynch Credit Corporation

Mid America Mortgage, Inc.

Midwest MortgageServices

Molton, Allen & Williams Corporation

Molton, Allen & Williams, LLC

MortgageInvestment Corporation

MortgageSouth, Inc.

Nationwide Home MortgageCompany

Nextstar Financial Corporation

North American MortgageCompany

Norwest Mortgage, Inc. (now Wells Fargo)

Old Kent MortgageCompany

PNC MortgageCorporation of America

Principal Residential Mortgage, Inc.

ReliaStar MortgageCorporation

Residential MortgageCorporation

Select Mortgage
Shea Mortgage
Shore Mortgage
Sound Mortgage, Inc.

Sterling Capital Mortgage
Temple-inland MortgageCorporation

Unity MortgageCorporation

Visalia MortgageCorporation

Voyager Bank/Voyager Mortgage
W/E Mortgage, Inc.

WestAmerica MortgageCompany

Western States MortgageCorporation
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As part of its commitment to upgrade its system every six months, MERS, the mortgage electronic registration system, has announced version 5.0. The company said it would formally release the new version on May 20. 

In a review of the upcoming release presented to mortgage servicers attending the Fiserv Users Conference here last week, MERS business integration director Carla Haase offered a laundry list of new enhancements to its system. The new version will include a host of new reports, solve some nagging problems related to selling a MERS- registered loan to a non-MERS-ready buyer or a GSE, and enhanced online help. 

Ms. Haase said that most of the enhancements would be transparent to the average user, but that many of the changes would make the system easier to use. 

For instance, the current MERS system returns daily billing and registration reports to users. While the daily registration reports continue to be useful, MERS has found that most of its users only reconcile their bills on a monthly basis. Consequently, going forward, the billing report will be offering monthly. 

In another instance, MERS simplified its process further by removing unneeded information. Often, when servicing rights are transferred, parties to the transaction set both a sale date and an effective date. In the past, MERS has accepted both pieces of data. However, the company has found that both dates are not necessary and will henceforth ignore the sales date and only record the effective date. 

On the other hand, MERS found that it was beneficial for servicers to know the date the loan was registered, and so has included the registration date in the mortgage identification number or MIN. 

While version 5.0 seems to have benefited from some housecleaning through the removal of unnecessary information, Ms. Haase said, "We are continually trying to add new information that our clients need." 

One recurring problem that the new release will address has to do with transferring servicing rights. Ms. Haase pointed out that often, when the loan's servicing rights are transferred to another party or when the loan is sold, the buyer will change the investor code. Later, when the seller sends MERS the information on the transfer, it is rejected because the loan information does not match. Version 5.0 has solved this problem. 

MERS also presented a draft of its quality assurance procedures. The standards are designed to ensure that the system is useful to both buyers and sellers of beneficial interests and includes security instrument processing standards, non-MOM (MERS as Original Mortgagee) security instrument assignment processing standards, recording information processing standards, lien release standards and data integrity standards. 

MERS will hold a users conference in June and Ms. Haase said the company would release its next version, on schedule, sometime in November. 

(Copyright c 2002 Thomson Media. All Rights Reserved.)
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San Francisco-Small lenders are getting a price break from the Mortgage Electronic RegistrationSystem (MERS).

According to MERS, just released pricing schedule, big lenders - those that service $50 billion or more - will pay the most. For example, a lender that originates $10 billion or more per year and/or services $50 billion or more will pay a "setup" fee of $3,000 and an annual membership fee of $7,500.

A lender that produces $250 million in loans or less per year and/or services less than $2 billion in residential loans will pay a setup fee of just $1,150 and an annual membership fee of $500 (see accompanying table for a breakdown of costs).

MERS operates an electronicregistry for tracking the ownership of mortgageservicing on each loan. (When servicing rights are sold they are "assigned" to another servicer of record.) The registry, which also is referred to as "MERS," is slated to go online in all 50 states April 1.

MERS' long awaited pricing structure was released at the recent annual convention of the MortgageBankers Association here. The company also offers special discounts for early membership and member-to-member transactions. For companies that join the system by April 1997, MERS will offer a 50% discount on bulk registrations, provided the bulk registrationis completed by the end of September and is not sold within 90 days.

After five years on the drawing board, the prototype version on display at the MBA convention was a "beta" test version, not a model.

MERS operates like the "book entry" system used to register ownership of stocks and other securities. Upon registry, MERS assigns the loan an 18digit mortgageidentification number (MIN) that will remain unchanged for the life of the loan. Because MERS acts as mortgagee of record, it will replace the trustee in "trust deed" states.

At the convention Paul Mullings, president and CEO of MERS, predicted that in 1997 the MERS system will register just under a million loans, and two million in 1998. He said those projections are beyond what is needed to guarantee MERS' financial viability. By the year 2,000, Mr. Mullings expects MERS membership to reach 1,000.

By then many predict that a twotiered system will develop - with nonMERS loans being discounted in value because of more expensive servicing costs associated with multiple recording events tied to unregistered loans.

One obstacle to the acceptance of MERS has been the misapprehension that MERS would replace county recorders entirely. After recorders realized they would not be replaced, Mr. Mullings said, their concern "lessened somewhat," though their role will be diminished as MERS grows.

MERS could save the mortgageindustry up to $200 million or more annually. Mr. Mullings said the $200 million estimate is "conservative"

The initiative is gaining support from some of the mortgageindustry's heavyweights. Gregory Barmore, chairman of GE Capital MortgageCorporation, Raleigh, NC, praised the MERS project during the MBA convention.

GSEs, MBA will recapitalize MERS

Cornwell, Ted. 
National Mortgage News
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McLean, VA-Fannie Mae, Freddie Mac and the Mortgage Bankers Association of America will jointly guarantee up to $8 million in loans to the Mortgage Electronic Registration Systems, an enterprise formed to create an electronic registry for tracking ownership of mortgage loans and servicing rights. 

The recapitalization plan was necessary because implementation of MERS has taken longer than anticipated. Two issues, the Year 2000 computer glitch and the refinancing boom of early this year, diverted attention from MERS and forced some lenders to delay implementation, MERS officials said. 

In addition to guaranteeing the financing, the MBA will invest an additional $900,000 in MERS. That brings the MBA's capital investment to $1 million, the same amount Fannie Mae and Freddie Mac each invested in the initial capitalization of MERS. 

Also, lenders have contributed $1.4 million to the recapitalization through "pre-purchase" of registration rights for loans they expect to record on the electronic registry by the end of 1999. 

The agreement by the GSEs and the MBA to guarantee up to $8 million in loans assures MERS that it will have the capital needed to complete its start up phase without requiring the board of directors to revisit the issue periodically, a spokeswoman for the industry-owned utility said. The backers will continue to provide funds to MERS over the next several years to assist the industry's transition to an electronic transfer of mortgage rights. 

Eventually, MERS membership and recordation fees are expected to make the utility self-supporting. 

Steve Morrison of Norwest Funding, who serves as chairman of the MERS board, said the recapitalization demonstrates the industry's support of MERS. 

"The plan enables MERS to complete its goal of establishing the central registry of mortgage loans by streamlining our loan processes. Norwest will continue to fully support MERS," he said in a statement about the recapitalization. Norwest, with a $212 billion mortgage servicing portfolio at the end of the first quarter, is the nation's biggest home loan lender. 

MERS electronically registers and tracks ownership rights to mortgage loans and servicing rights. It is based on the book entry system for recording ownership of stocks and bonds. 

R.K. Arnold, president of MERS, said the agreement by Fannie Mae, Freddie Mac and the MBA to provide additional capital will give MERS the capacity required to handle the increasing volume of loans on the electronic registration system. EDS, Plano, Texas, is the technology vendor MERS hired to operate the registry. The recapitalization does not affect MERS' operational contract with EDS. 

Mr. Arnold credited the government sponsored enterprises, leaders of the MBA, Terry Klein of First Nationwide Mortgage and Greg Barmore, a former GE Capital Mortgage executive who has been working with MERS, for pulling the recapitalization agreement together. 

Lenders also have ponied up cash. As part of the recapitalization, MERS offered mortgage lenders an opportunity to "pre-purchase" registrations at a discount. Pre-purchase subscriptions totaled over $1.4 million since the first of the year. Companies purchasing registrations included Norwest Mortgage, Merrill Lynch, Crestar Mortgage, Alliance Mortgage, Aurora Loan Services, Allied Group Mortgage, Chase Manhattan Mortgage, Countrywide Home Loans, First Nationwide Mortgage, HomeSide Lending, PNC Mortgage Stewart Information and Temple-Inland Mortgage. 

About 100,000 loans are registered on MERS. Lenders have purchased registrations for an additional 600,000 loans that they plan to register by the end of 1999. 

Currently, about ten lenders are feeding loans into the electronic registry. Many have started registering part of their production, often loans from wholesale production channels, with plans for wider implementation down the road. 

Once a loan is recorded on MERS, there is no need for changes in recordation or new assignments if ownership or servicing changes hands. MERS expects this to save money for lenders and reduce errors associated with loan sales and servicing transfers. 

Don Lange, president-elect of the MBA, said that the recapitalization plan "positions the industry well for entry into the 21st Century and is a critical first step in the establishment of electronic commerce as the new industry paradigm" 

Terry Klein, president of First Nationwide Mortgage and an early backer of MERS, said that over the past five months it became apparent that the original MERS capitalization plan "had not provided enough time for implementation, and recap was necessary, if not inevitable. The Board's plan now gives MERS time to work through the refinance boom and Year 2000 issues in order to become a reality." 

A MERS spokeswoman noted that Ernst & Young, in an initial report about what it would take to get the electronic registry up and running, estimated that the start up cost would be about $20 million. 

The recapitalization, including the loan guarantee, would bring MERS' capitalization to about that level. 

Copyright Faulkner & Gray, Inc. Jun 22, 1998
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UNITED STATES

INTRODUCTION

Scenario 1: A mortgageclosing table in a lawyer's office in any American town. The buyer and seller are attending with their legal representatives. The sellers lawyer is on the phone, obviously agitated. The problem: the chain of title for her clients property is not complete, and the last company listed as mortgagee of record went out of business two years ago. This situation will take time to sort and contact the current mortgagee of record to prepare and record the lien release. The closing likely won't take place today.

Scenario 2: MortgageServicer A plans to sell the servicing rights for 10,000 loans to Servicer B. While conducting the due diligence on the loan files, Servicer A discovered more than 2,000 assignment errors. According to the terms of the sale, Servicer A must correct the errors prior to the sale. Servicer A must hire a specialist to track and correct them. Each missing assignment will cost an average $22 to record. Each correction will cost an extra $10. Additionally, when Servicer B assumes the servicing rights, it must record a new assignment for each loan.

These scenarios and other assignment-related complications happen with alarming regularity in the United States. The good news is they are happening less frequently. A 25-employee-company named MERS, the Mortgage Electronic RegistrationSystems, whose goal is to track the servicing and beneficial ownership rights for every loan in the U.S., is the driving force behind the improvement.

Overview of MortgageRights in the US.

When a mortgageis originated in the U.S., the lender often sells the loan to generate funds for further lending. Two aspects of a loan-servicing and beneficial rights-can be sold. Servicing is the contractual right to collect the monthly escrow, principal and interest payments. The beneficial right is the right to receive full repayment of the loan. The beneficiary legally holds the promissory note, although a custodian often physically has the note for safekeeping. These rights can be sold together or separately. In the U.S., servicing rights often are treated as separate financial assets bought and sold as a servicer adjusts its portfolio size and type to meet risk positions, capital requirements, and other criteria. Although beneficial rights seldom are traded, the promissory note can change hands two or three times before settling with the ultimate investor. For example:

Lender A originates a loan and, before the first loan payment is collected, sells MortgageBank S the loan's servicing and beneficial rights. MortgageBank S decides to retain servicing rights, but sells the beneficial rights to Investor F. As the servicer, MortgageBank S collects the monthly mortgagepayment and keeps a percentage of the payment as a fee for servicing the loan. MortgageBank S sends the balance of the loan payment to Investor F, which holds the mortgage's beneficial rights.

Public Records

Public records are another important aspect of the loan origination process in the U.S. Once the loan is closed, the security instrument (mortgageor deed of trust) is recorded in the county land records, which creates a public notice of the lien on the underlying property. This recordation protects the lender by establishing a first lien on the property. Thereafter, anyone who needs property information can search the local public records. If a security instrument isn't recorded, the loan could be sold fraudulently to an unwitting party, who could record a security instrument and be in the first lien position. In the event of borrower default, the court first will pay foreclosure claims to the first lien holder, and then to any second or third lien holders of recorded security instruments. Therefore, it's critical that changes in loan ownership be recorded.

The Problems MERS was Created to Correct

In the early 1990s, trading or selling servicing rights became a huge business. (See Figure 1.) With the increased volume, came a mountain of paperwork to prepare and record the required assignments that accompany the transfer of loan-servicing rights from one servicer to another. Assignment preparers and county recorders couldn't keep pace. Assignments were late, in the wrong sequence, or not made, all of which caused huge problems (two examples were described at the beginning of this article). In 1993, a mortgageindustry task force of MortgageBankers Association of America (MBA) member companies recommended an electronicregistry to eliminate the need to prepare and record assignments. Thus, the idea of MERS was born. The MERS concept would allow mortgagelenders, servicers, warehouse banks and investors to reduce or eliminate their paperwork burdens.


The task force decided the Depository Trust Company (DTC), a participant-owned corporation which records securities transactions electronically, provided a good model. The DTC was created for the U.S. securities markets to eliminate paper certificates that recorded the purchase and sale of stocks, bonds and other securities. Today, it is difficult to imagine accommodating the volume of securities trading on U.S. stock exchanges if traders were required to use paper certificates to pass ownership rights.

The MERS System was designed to perform similar functions for the real estate finance industry. However, the task force decided MERS should concentrate on eliminating loan assignments by providing an electronicregistry to track the servicing and beneficial ownership rights transfers. After a loan is registered on the MERS System, transfers of beneficial ownership and servicing rights between members are tracked electronically. An 18-digit mortgageidentification number (MIN) tracks mortgagesregistered on the MERS System throughout the life of the loan. The MIN is placed on the security instrument prior to loan closing. MERS remains the mortgagee of record in the county land records as long as the beneficial ownership and servicing rights are sold to another MERS member. If those rights are sold to a non-MERS member, a traditional assignment out of MERS must be recorded in the county land records.

"The benefit to the mortgagecompany that registers its loans on the MERS System is that it can then sell loans to another MERS member without requiring the recordation of a paper assignment in the county land records," explained Dan McLaughlin, MERS executive vice president, product division. "That benefits the seller."

McLaughlin added: 'The mortgagebuyer benefits from eliminating the need to ensure the assignment was recorded property So if you eliminate the assignment, you eliminate the follow-up work and paperwork costs."

To ensure widespread acceptance within the industry, MERS sought to have security instruments modified to contain MERS as the original mortgagee (MOM) language. MERS began to change decades of business practices after the two biggest mortgagefunders in the U.S., the Federal Home Loan MortgageCorporation (Freddie Mac) and the Federal National MortgageAssociation (Fannie Mae) modified their Uniform Security Instruments to include MOM language. Their approval opened the door for MERS to be incorporated into the loan at origination. The security instruments clearly define what company is the initial lender and that MERS holds only legal title to the interest granted by the borrower. But if necessary, MERS (as lender nominee) can exercise any or all of those interests, including the right to foreclose, to release and cancel the security instrument, and to take any other action required of the lender.

U.S. government agencies like the Veterans Administration, Federal Housing Administration, and Government National MortgageAssociation (Ginnie Mae) followed Fannie Mae and Freddie Mac and approved MERS. Several state housing agencies also approved MERS language in their states' security instruments.

The California Housing Finance Agency (CHFA) took the approval a step further and mandated that it will buy only MERS-registered loans beginning January 1, 2002. California is the first member of the mortgageindustry to mandate MERS.

"Our conversion to MERS does two things that strengthen CHFA's portfolio," said Clint Ingle, manager of the agency's $5.5 billion portfolio. "it allows us to absolutely verify we have deeds of trust in the CHFA name. That's something we can't do now, although we have checks and balances in place.

"The conversion also protects our bondholders. We can now verify the loan is recorded in MERS prior to purchase and we can stop the purchase if needed and require the deed of trust to reflect MERS," Ingle said.

MERS and Mortgage-Backed Securities

The mortgage-backed security (MBS) sector tested the viability of the MERS concept because a substantial number of mortgagesare securitized in the secondary market (see Figure 2). In February 1999, Lehman Brothers was the first company to include MERSregistered loans in a MBS. The Wall Streetrating agencies found MERS loans didn't affect the MBS rating. Since then, Standard & Poors, and Fitch IBCA have all rated securities containing loans that name MERS as mortgagee of record.

Moody's Investor Service issued an independent Structured Finance special report, "Mortgage Electronic RegistrationSystems, Inc. (MERS): Its Impact on the Credit Quality of First-MortgageJumbo MBS Transactions." The report states the "impact on the credit quality of jumbo first-mortgageMBS transactions will be negligible." The most significant report finding specified that in transactions where the securitizer used MERS, new assignments of mortgagesto the trustee of MBS transactions aren't necessary. The report also identified several areas that wouldn't be affected, such as the legal mechanism to put creditors on notice of a mortgage, the ability to foreclose and take real estate in lieu of foreclosure isn't materially affected, and credit enhancement levels for first-lien jumbo mortgagesaren't increased.

Real-Cost Savings

When loan servicing is sold, an assignment of the mortgageto the new servicer is recorded in the county land records. The paperwork can take from one to 12 months and cost an average of $22 per assignment. For a one-time $3.50 MERS registrationfee, that $22 assignment fee is eliminated regardless of how often rights are sold.


As MERS becomes more widespread, the cost-saving opportunities increase. In a May 2000 MortgageBanking article, the mortgagebanking firm Residential Funding Corporation estimated that purchasing MERSregistered loans saved the company $15 to $17 per loan. The amounts reflect the company's particular assignment savings minus the MERS registrationfees. In the same article, Norwest Mortgagecalculated an annual saving of $300,000 to $500,000. Norwest's savings included process improvements and the elimination of the need to track, correct and record missing or incorrect assignments.

Rick Scogg, president of Aurora Loan Services, estimated MERS saved his company hundreds of thousands of dollars annually. 'We buy and sell servicing frequently. When we buy portfolios, there are payoffs and foreclosures the next day and therefore there is a delay in the lien-release process (for nonMERS loans). With MERS, we don't need to get attorneys to correct these, and that saves us thousands of dollars a year," Scogg said.

In special cases, assignments are prepared, but not recorded, for the transfer of rights to some investors. Some investors require these "ready to use" assignments to protect their interests if a servicer went bankrupt. Warehouse banks that lend money temporarily to a mortgageoriginator often require these assignments (warehouse banks are repaid when the loan is sold). The warehouse bank considers the unrecorded assignment as protection in the event the lender fails to repay the temporary loan. If that happens, the warehouse bank would record the assignment, which would transfer ownership of the loan from the lender to the warehouse bank.

However, MERS offers an alternative to the unrecorded assignment-the electronictracking agreement (ETA). The ETA is an agreement between MERS, the warehouse bank and the originator, that, should the originator default, MERS will become the nominee for the interim funder in the public land records, thus perfecting the security interest of the warehouse lender.

MERS members realize additional cost savings in unexpected areas too. For example, when a check issued to pay the recording fee on a loan doesn't clear (known as a stale check), it must be tracked and possibly reissued. With MERS, the number of times this happens is substantially reduced along with a lower number of checks being cut for recording fees. One MERS member, Alliance MortgageCompany, estimates an additional $20 cost savings per loan when considering the time spent tracking and verifying stale checks. Before implementing MERS, Alliance pursued stale checks on approximately 25% of the checks sent to recorders offices.

MERS also benefits title companies. Title companies verify the title chain and insure against defects, so they're particularly sensitive to the problems in the assignment process. With MERS as original mortgagee, thumbing through paper-based records at the local county court house is reduced. Equipped with a MIN, title companies can verify the title chain electronically, and find very quickly which companies hold the servicing and beneficial ownership rights.

Who Owns MERS?

MERS is a member-owned and funded company based in McLean, Virginia. One of the unique and noteworthy characteristics of MERS is that in an industry known for its fierce competitiveness, industry players created a utility that benefits everyone. The MERS executive team reports to a board of directors that represents large, medium and small real estate finance industry firms. MERS is truly a member-driven organization and seeks input from its members before making policy and system changes.

Another unique MERS characteristic is the initial arrangement with ElectronicData Systems (EDS), its technology partner. EDS agreed to fund the MERS System development for a percentage of the transaction fees. This arrangement was necessary because the real-estate finance industry was reluctant to fund the concept although the industry agreed MERS solved the paper problem. MERS owns the system and now funds enhancements.

Other Important MERS Information

The MERS System started life on a client/server-based platform. The system has since migrated to a web-based system that supports all functionality, including registering new loans, updating records, performing transfers of servicing and beneficial ownership rights, generating reports and running database queries. For members who have large volumes (registering or servicing over 1,000 loans per month), the system supports EDI X12 or flat-file transmissions.

The first two loans were registered on the MERS system April 29,1997. A year later, the system only had about 59,000 registered loans. A year later, MERS ended 1999 with more than one million loans on the system, and by the end of 2000, MERS had 3 million registered loans. By April 2001, there were 4 million registered loans on the system, and daily loan registrationsaveraged more than 9,500 (see Figure 3). MERS President and CEO R.K. Arnold said, "We've achieved a solid 15% of the residential market, and we've generated enough momentum to hit a 30% share by the end of the year. Our mission is to register every loan in the United States on the MERS System."

MERS membership is increasing too. At the end of 1997, there were seven members. Currently, there are more than 230 member companies registering loans, 83 being integrated (integration can take between one week and nine months), and more than 100 waiting to become members. "Twenty three of the top 30 lenders in the U. S. are actively doing business with MERS in one or more of their lines of business,' said Carson Mullen, MERS executive vice president, customer division. "In most cases, these lenders have multiple lines of business being registered on MERS including correspondent loans, wholesale acquisitions and retail production of their own. The mixture varies, but the trend is toward increased use of MERS.

"We realized early that we must clearly define the excellent MERS value proposition and deliver up-front cash savings for originators to interest them in adopting MERS into their operations," said Mullen.


Redefining this emphasis on the production side of the business almost always involves trading partner relationships and has resulted in more rapid adoption of MERS as original mortgagee security instruments across the nation.

Mullen added: "Frankly, we've employed every type of peer pressure, economics and trading partner encouragement that we could. Most of our members have multiple trading partner relationships. Each new active MERS member has meant another link in what has become a very long value chain. We've got a lot more to do. In future years, we hope that MERS is able to squeeze out inefficiencies in the mortgageprocess and offer e-commerce benefits in a much wider range of mortgageprocesses." After much work by the MERS team and early supporters of MERS to get the word out, this effort is now being done by an increasing number of mortgageaggregators (mortgagefirms that purchase closed loans from lenders) and others. Many aggregators are encouraging the use of MERS, and some have decided to purchase only MERS loans, which means their trading partners must be MERS members too.

In an effort to stay sensitive to industry needs and changes, MERS entered a cooperative effort with the American Land and Title Association (ALTA), which represents U.S. title companies. The effort produced MERS Link, a browser-based service that queries the MERS System for information important to title companies. Settlement agents can quickly determine the correct current servicer of loans by entering the property address, borrower name, borrower social security number or the loan's MIN. MERSE Link also allows the retrieval of information on more than one loan at a time, and a "hot link" to a servicer's web site if furnished.

MERS also offers a voice response unit (VRU) that settlement agents and consumers can access via the telephone. Once in the VRU system, users key in a MIN or applicable social security number to learn the name and telephone number of the current servicer of a loan registered on MERS.

How Does MERS Work?

There are several ways to incorporate MERS into a mortgagecompany's business practice. A typical scenario:

1. Close the loan on a security instrument that names MERS as the nominee for the lender and assign the loan a MIN.

2. Sell the servicing and beneficial ownership rights to an investor.

3. Once that sale is final, the lender registers the loan on the MERS System, naming the investor as the beneficial and servicing rights owner. Registrationis done via a web-based system called MERS) OnLine, or by uploading a batch file to the MERS System.

4. The new investor/servicer takes responsibility for updating the loan record with information from county recorders' offices, along with any servicing event, such as a payoff or foreclosure. The system is updated using MERS OnLine or batch files.

5. If the investor/servicer sells servicing or beneficial ownership rights to another investor and a separate servicer, the new servicer (assuming it is also a MERS member) is responsible for maintaining the information on MERS for that loan.

6. Only member companies that have a current interest in the loan can access full information about it. In this case, the lender in Step 1 and the investor/servicer in Step 4 no longer have access to the information.

As the above scenario illustrates, MERS doesn't depend on automated county recorders offices or those with online capabilities. A 1999 survey by the National Task Force on Property Records found most offices were paper-based. About 25% of the more than 3,100 county recorders offices in the U.S. responded. The survey concluded that less than 4% of the respondents had Internet access, and that 20% planned to acquire access in the future.

Who Signs For It?

When a servicing event occurs, like a payoff, how does the current servicer process the lien release if the mortgageor deed names MERS as the mortgagee? If the loan goes into foreclosure, how does MERS execute the necessary documents?

The answer is a corporate resolution. The corporate resolution is a formal corporate act by the MERS board of directors, which authorize& members to act as an officer for MERS. Member company employees named in the resolution are known as certifying officers of MERS, and are typically the same employees who sign foreclosure and lien releases for the member. The corporate resolution has proven to be a very convenient, time-efficient and sensible method for handling servicing-associated documents.

What MERS is Not

MERS is not the owner of beneficial or servicing rights for loans registered on the MERS System. MERS doesn't collect or lend money. MERS doesn't create or transfer interests in loans or create electronicassignments.

The Future of MERS

The 26 employees of MERS share a common goal: they want to see MERS as the mortgagee of record for every housing loan in the U.S. This includes multifamily, homeequity loans, reverse mortgagesand all other home loan variations. That is when all MERS members, and others with a need for the information on the MERS system, will get the most benefit.

MERS Outside the U.S.

Currently, MERS is focused on the U.S. market. The domestic focus allows MERS to gain expertise in the legal, operational, and financial aspects of the concept. MERS also gains experience in introducing the concept to a marketplace, and making plans and adjustments for dealing with MERS as a mature and accepted standard. However, it is understood that the MERS concept may work outside the U.S. The ability to serve as a single point of reference for property ownership information, and the ability to electronically track changes to ownership, might have appeal in other countries. Like the U.S., if property rights are tracked on paper, the MERS concept could automate those records. Alternatively, if the existing paper-based system remains, MERS could sit over the separate recording districts and offer one-point of reference for researching property rights nationwide.

For countries that have developed or are developing secondary mortgagemarkets, and the ownership change is accomplished through paper assignments, MERS could improve that process. In the event property rights tracking is embryonic, a MERS-type system could facilitate that growth.

Certainly, there are barriers to applying MERS outside the U.S., just as there were within the U.S. Successful introduction of an automated property rights system requires a level of technology acceptance and readiness by a country's mortgagefinance industry. The legal framework must be in place so that property rights, changes to property rights, and access to data can be automated. If the corporate resolution model is needed, legal requirements regarding the use of signing authorities must be in place. Also, as in the U.S., the mortgagefinance industry and the national, regional or local government responsible for property rights tracking must embrace the idea.

MERS works closely to identify and implement the most cost effective use of MERS for its members, but implementing MERS outside the U.S. will require an even higher level of customization and compromise.

CONCLUSION

Scenario 1:

A mortgageclosing table in a lawyer's office in any American town. The buyer and seller are attending with their legal representatives. The property in question is shown in the county recorder's office as having one mortgagee of record for the past 20 years: Mortgage Electronic RegistrationSystems, Inc. The current servicer is identified via a computer. There are no breaks or irregularities in the chain of title, so the closing takes place uninterrupted.

Scenario 2:

MortgageServicer A plans to sell the servicing for 10,000 loans to Servicer B. While conducting the due diligence on the loan files, Servicer A is satisfied that all the loans were registered on the MERS System at origination, which means there are no assignments. Servicer B, also a MERS member, agrees to pay a premium for the servicing. Servicar B may save up to $220,000 because it doesn't have to record new assignments.

Welcome to the new world of MERS. MERS has gone from fledgling concept to thriving reality in the U.S. in eight years. As more mortgagecompanies and housing agenties mandate MERS, the current 4 million MERS-registered loans will increase almost exponentially. The hurdles MERS has overcome were big and often discouraging. But MERS supporters understood its value and how it would eliminate huge mortgageindustry inefficiencies and they broke down every wall they came against.

"Our challenge: How deep can we take MERS into the mortgageindustry. To reach our goal of registering every real-estate loan in the U.S., we must make MERS better, simpler, cheaper and faster for everyone involved,"Arnold said.
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Relationship Uses Best Shore(SM) Strategy for Applications Support and CRM 

Services 

PLANO, Texas and VIENNA, Va., July 8 /CNW/ -- EDS (NYSE: EDS) today announced a pair of contract renewals valued at $50 million for information technology (IT) and business process outsourcing services with Mortgage Electronic Registration Systems, Inc. (MERS), the organization created by the mortgage banking industry to streamline the mortgage process by using electronic commerce to eliminate paper. 

"We are working with EDS to move the mortgage industry toward a paperless environment by creating a universal system for electronic mortgage registrations and tracking of ownership," said R.K. Arnold, president and CEO of MERS. "Our long relationship with EDS has helped us become an essential player in streamlining the mortgage process, and will help us develop new e-commerce markets in the future. Our goal is to register every mortgage loan in the U.S. on the MERS(R) System." 

Scope of Services Includes Best Shore Delivery Strategy 

The first agreement is a seven-year renewal for leveraged customer relationship management (CRM) services. This agreement takes advantage of EDS' Best Shore strategy to deliver cost effective contact center services from EDS' Nova Scotia-based center, giving MERS the scalability to reduce or expand support as business needs change, and pay only for services used. EDS' highly trained staff supports MERS members, title company agents, consumers and county recorders for mortgages registered on the MERS(R) System. EDS also processes mail related to mortgage registrations in a center in the United States. This contract was signed in the first quarter and included in financial results announced on May 7. 

Under terms of a separate seven-year renewal, which was signed in the fourth quarter of 2002 and included in 2002 earnings, EDS will continue to provide application maintenance and support for the MERS product portfolio from Adelaide, Australia, host MERS applications that are accessible to members via the Internet, and manage the networks that connect MERS members to these applications so they can access them via the Web and/or private frame relay circuits. EDS also added the capability to allow subscribing MERS members direct online access to their data on the MERS database for reports and analysis. 

"We have made significant investments in our worldwide network of delivery capabilities to ensure that clients like MERS can remain scalable and competitive with access to high-quality, cost competitive contact center and applications development services," said Paula Kruger, president of Customer Relationship Management for EDS. 

Joint Goal to Reduce Paper in the Mortgage Process 

EDS has provided IT services for MERS for more than six years, and has helped the organization revolutionize the mortgage industry by developing electronic tracking to eliminate the need to record assignments transferring the financial interests in mortgage loans among lenders. Use of MERS solutions enables lenders in the real estate finance industry to use electronic registration technology, which results in a more convenient consumer mortgage process and an average of $22 per loan cost savings for the loan originator. EDS' technology and scalability has enabled more than 17 million loans to be registered on the MERS(R) System. 

"This relationship brings together MERS' ability to focus on the business side of the mortgage industry while leveraging EDS' financial services industry, technology and business process expertise to deliver the solutions needed for MERS to achieve its goals," said Coley Clark, president of EDS Financial Global Industry Solutions. 

About Mortgage Electronic Registration Systems, Inc. 

MERS is an electronic loan registry created by the real estate financial industry to eliminate assignments when trading mortgage loans. Borrowers name MERS as mortgagee and nominee for the lender on deeds of trust and mortgages that are recorded in the county land records. Lenders then register the loans on the MERS(R) System and electronically track changes in servicing and beneficial ownership rights over the life of the loan. 

Loans registered with MERS are inoculated against future assignments because MERS remains the mortgagee of record no matter how often servicing is traded between MERS members. Fannie Mae, Freddie Mac, VA, FHA, Ginnie Mae, the Federal Home Loan Bank MPF(R), California and New York housing authorities, and all major Wall Street rating agencies have approved MERS. Visit www.mersinc.org for more information. 

About EDS 

EDS, the world's largest independent information technology services company, provides strategy, implementation, business transformation and operational solutions for clients managing the business and technology complexities of the digital economy. EDS brings together the world's best technologies to address critical client business imperatives. It helps clients eliminate boundaries, collaborate in new ways, establish their customers' trust and continuously seek improvement. EDS, with its management- consulting subsidiary, A.T. Kearney, serves the world's leading companies and governments in 60 countries. EDS reported revenues of $21.5 billion in 2002. The company's stock is traded on the New York Stock Exchange and the London Stock Exchange. Learn more at www.eds.com . 
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Phoenix-Affinity Corp., West Hills, Calif., has developed a numbering system designed to identify all participants in the loan origination process, from processors and underwriters to loan officers and appraisers.

This will be done through assigning each individual a unique nine-digit number. Affinity already has assigned more than one million of these, which it calls a U-9 number. The company has asssigned more than 441,000 of these to mortgagebrokers, loan originators and appraisers.

"Everybody gets a number," Greg Uttal, vice president of Affinity, told attendees at a press conference during the National Association of MortgageBrokers annual convention here.

The system allows wholesalers and human resource departments to track individuals from job to job and even across state lines. It also provides the "standardization system which our industry has been seeking for years," he said.

"U-9s can be used to track individuals and businesses within the industry regardless of when or where they may relocate. They're also used to associate specific individuals and the properties which lenders, brokers and loan originators have been involved with."

Among the uses of the system is fraud prevention," Mr. Uttal said. He also noted that the system tracks both positive and negative information. "Over 95% of mortgagebrokers do a fantastic job. The bad news is there are 2%-to-5% which are a problem," Mr. Uttal said.

Loantrader.com is using the U-9 number to grant brokers access to its system.

Mr. Uttal also sees the system being used by human resource departments to check out the background of potential employees. He said the company is working with Freddie Mac to develop the system. However, it is not working with Mortgage Electronic RegistrationSystems (MERS), which registers mortgageloans, at this time.

Affinity also announced it has developed a universal third party origination approval process, called TPO Certification Program. Rather than mortgagebrokers going through the same process each time they seek to get approved by a wholesaler, Affinity, with the help of its advisory board, has created one universal package, Mr. Uttal said.

Mortgagebrokers fill out the application, attach appropriate documentation and submit to Affinity with a onetime enrollment fee. Affinity reviews the package, pulls the credit, certifies the package and assigns a U-9 number.

When brokers go to be approved by a wholesaler working with Affinity, all they need to provide are their U-9 numbers. Affinity then provides certified TPO applications to the lender.

Among the lenders accepting the TPO certification are: WMC Mortgage; GMAC; IMX Exchange; First MortgageCorp.; GN Mortgage; National Pacific Mortgage; PSP Direct; and Jackson Federal Bank.
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WASHINGTON-As the mortgage industry prepares to begin using an electronic registry of loans and servicing rights next year, advocates of the project say that warehouse lenders and wholesale lenders will provide much of the impetus to get originators to use the registry. In April of next year, Mortgage Electronic Registration Systems Inc. is scheduled to become fully operational, creating an electronic registry to track ownership interests in residential mortgage loans and servicing rights. Participants will have to use a standard, 18-digit "mortgage identification number" 

This month, MERS is starting to recruit general members in the industry owned utility. 

Stephen Morrison, a senior vice president at Norwest Mortgage, Des Moines, IA, and chairman of the MERS board of directors, explained that warehouse lenders are enthusiastic about a standardized loan identification system and central registry of information to track ownership of loans. 

They believe it will reduce errors and enhance fraud detection by making it more difficult for an unscrupulous originator to sell a loan to two different investors. Wholesale lenders will also benefit from the standardization provided by the MERS 18-digit numbering system.The mortgage identification number will stay with a loan throughout the duration of its existence, even when it is sold or servicing is transferred. 

And they are in a position to do something that MERS itself cannot do warehouse lenders can mandate that their originators use MERS. "I think once the warehouse lenders get comfortable with it, you will see a real big usage, because they will require it," Mr. Morrison said. 

Those same concerns about reducing the opportunity for errors and fraud will motivate wholesale lenders as well. Wholesalers with large servicing portfolios will have an added incentive to use MERS, namely that it is expected to enhance the value of servicing rights. 

Hamilton, Carter, Smith & Co., the Beverly Hills, CA, servicing brokerage and advisory firm, estimates that sellers of servicing will see an increase of $30 to $65 per loan on servicing portfolios of loans registered on the electronic registry versus portfolios that are not on MERS.The advantage will vary geographically, because the cost of recording assignments varies by state and county. 

"When MERS becomes established in the industry, I think you will have buyers who will say `I'm not going to bid on this portfolio that is not on MERS,' said Herman Churchwell, chairman of HCS. "Everyone is going to be able to track the documents more efficiently." 

If advocates of MERS are right about its impact on servicing values, that will mean wholesale lenders that trade servicing rights will be eager to encourage their brokers to participate in the system. 

MERS officials say that it will be up to wholesale lenders and brokers to update their business agreements to determine who is responsible for registering the loan with MERS. The registry is attempting to make sure it can accommodate the various relationships that exist between loan brokers and wholesale lenders in today's market. 

"We really want the system to be flexible enough so that people can use it in the way that makes the most business sense, said Dan McLaughlin, MERS operations officer. 

Copyright Faulkner & Gray, Inc. Oct 1996
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photo, Dan McLaughlin 

At the behest of its members, the Mortgage Electronic Registration System here will be offering electronic delivery on its existing electronic registering platform. 

"We've been asked by several of our large members to provide a simple vehicle to transport electronic files from one MERS eRegistry member to another," said Dan McLaughlin, executive vice president and product division manager for MERS. 

"The first premise is that this would be companies that are using MERS to register e-notes. The scope is very simple in that we already use MISMO standards for the request response to communicate with the registry, and we already use MISMO standards for the envelope specification. 

"So, this would be taking that same vehicle and saying, 'If you're a MERS eRegistry member and you want to send an e-note to Fannie Mae you can use this delivery vehicle to send that e-note.' Likewise, if you're a correspondent of Countrywide and you need to send an e-note to them you can use the MERS e-delivery mechanism to do that as well." 

However, there are existing companies like document deliver vendor eLynx that do electronic delivery for a living. 

"MERS is really just collecting the docs and getting them all in one place," responded eLynx president and CEO Phil Huff. "We perform several different doc-related services so we don't see MERS as competition. 

"In fact, they're just dusting off this technology again after introducing it 10 years ago," he said. "It's just that the industry is ready for it now." 

"The important thing to note is that this does not include document creation, document management, workflow management or anything like that," said Mr. McLaughlin. "We do not compete with doc prep vendors or doc delivery vendors because we're not doing anything to the document except transporting it from one customer to another. 

"The way it works is that the customer encodes the document - and it could be anything from a SMART Doc to a simple note," he said. "We don't inspect the document or look at it at all. We'll just take that encrypted document, place it in an electronic envelope and send it to another MERS member." The system is voluntary and costs 10 cents per envelope no matter how many documents. 

"The benefit is standardization because instead of a correspondent delivering loans to Countrywide and Countrywide delivering the loan into the secondary market, it's all nonproprietary with us," Mr. McLaughlin said. "The correspondents may close their loans on five different proprietary systems, then Countrywide has to either map to those systems or they have to map to Countrywide. 

"On the other side, Countrywide would have to map to all its investors like Fannie, Ginnie, etc., or they would have to map to Countrywide," he noted. "So, we come in and do this very simply using MISMO standards in a cost-effective way without all the proprietary integration problems." 

(c) 2005 Origination News and SourceMedia, Inc. All Rights Reserved. http://www.originationnews.com http://www.sourcemedia.com @ 

(Copyright c 2005 Thomson Media. All Rights Reserved.)
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photo, Dan McLaughlin; William Hultman 

There was MERS residential, MERS commercial, and now there is MERS eRegistry, the latest MERS offering that imparts a touch of high technology to the mortgage world. 

The eRegistry is "a system of record that identifies the owner and custodian for registered eNotes, providing greater liquidity, transferability and security for lenders," according to the Vienna, Va.-based MERS. 

The system provides a "compliance vehicle" for ensuring the transferability of electronic notes in accordance with state and federal legislation, said Dan McLaughlin, EVP, product division, MERS. 

MERS has been working with the Mortgage Bankers Association, Fannie Mae, Freddie Mac and various lenders in the mortgage industry to satisfy safe harbor requirements for originating, buying and selling electronic notes. 

And MERS eRegistry is the result of this process. 

Mr. McLaughlin said, "Under the law that established the ability to create electronic notes, you have to provide this safe harbor, this assurance that the note has not lost its enforceability and that it remains liquid as it is sold from one investor to another. And the MERS eRegistry provides this liquidity for electronic notes. 

"We believe it is the next logical step in what MERS was originally set up to do. MERS was created to make it cheaper to deliver loans into the secondary market. And the first specific initiative was eliminating the need for assignments. This is the next major initiative under that original charter, if you will, which is to make the note that much easier to deliver." 

Although electronic mortgages have been a reality since 2000, loans have been sold to private investors so far and the MERS initiative will enable lenders to sell the loans to any investor who is signed up to use this registry, according to Mr. McLaughlin. 

And William Hultman, senior vice president/corporate group manager, MERS, sees the eRegistry as the first step in making the entire mortgage transaction electronic ultimately. 

"There are people working on making the consent and disclosures electronic, there are other people working on making the title policy electronic, there are people working on making the mortgage security instrument electronic and recordable. Those are the things that will follow on this initial step," he noted. 

While the MERS mortgage loan registration system and the eRegistry have some things in common, they are two different systems, solving "two separate and distinct problems." 

Mr. McLaughlin explained to NMN, "For every mortgage security instrument, there is a promissory note, the promise to pay. And it is the promissory note that is the target of the MERS eRegistry. 

"Today the promissory note is a piece of paper. Under the electronic note scenario, the piece of paper goes away and it is a specific file format called the SMART Doc, which defines the promissory note. So to be able to sell that loan to the widest number of investors possible, you need to register it on the MERS eRegistry to provide this so-called safe harbor under the law." 

He expects usage of the system to pick up slowly this year and over the course of the next 10 years. 

"I think it will roll out slowly, but eventually it will be a dominant way of originating and selling loans in the U.S," he believes. 

Plano, Texas-based EDS is MERS' technology partner for the latest MERS initiative, as with their earlier initiatives. 

As for the MERS commercial initiative, the MERS executives believe that progress on that front has been faster than the initial progress made on the residential side. 

Four commercial mortgage-backed securities conduit lenders - Bank of America, Bear Stearns, Wells Fargo and Morgan Stanley - are now registering loans on the system, they said, representing 73 loans on 118 different properties, with a principal balance of about $925 million. 

MERS is now going after the multifamily end of the business and has gained the acceptance of Ginnie Mae so far. They are next working on Fannie Mae and Freddie Mac. Mr. McLaughlin sees acceptance by the government-sponsored enterprises as a matter of targeting the right people and "explaining the value statement and then making the business process changes and the systems changes that they want to make." 

They have already made such accommodations for Ginnie Mae. 

The original MERS initiative that was rolled out in 1997 now has gained a 50% market share, according to Mr. Hultman. 

MERS hopes to gain the same level of acceptance on the commercial side, building on the market acceptance they have gained on the residential side. 

Copyright 2004 Thomson Media Inc. All Rights Reserved. http:// www.thomsonmedia.com http://www.nationalmortgagenews.com @ 
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When Randy Persten's mortgage was foreclosed in 2008, he looked at the paperwork and found a mystery. A company he'd never heard of -- called Mortgage Electronic Registration Systems, or MERS -- was bringing the foreclosure action against him. 

Something didn't seem right. So he got a lawyer and fought the foreclosure, arguing that MERS couldn't foreclose because it didn't own the mortgage note he'd signed promising to pay. 

Persten ultimately succeeded in getting the action dropped, only to see a new action brought by a different company that says it is the true owner of his mortgage note. Persten still isn't sure who owns his mortgage. 

"Who was this MERS? Now we have no idea who owns the paperwork," says Persten, an appliance salesman in West Palm Beach, Fla. "If I won the lotto, I'd pay off my mortgage, but I don't know who to pay." 

Persten's confusion is shared by other homeowners who are fighting foreclosure by challenging the legal powers of MERS, a company set up by the mortgage industry that is behind scores of foreclosures. Some homeowners are crying foul in lawsuits alleging MERS lacks the legal right to pursue foreclosures and in some cases they allege MERS has filed flawed documents to show it has the right to take a house. 

The disputes over MERS are erupting into a second battleground over the mortgage industry's business practices, just as states and the federal government are opening examinations into whether mortgage servicers failed to properly verify and notarize legal papers to get court approvals of foreclosures in some states. Dozens of state attorneys general are expected to announce this week a joint investigation into alleged paperwork deficiencies, Ohio Attorney General Richard Cordray said Sunday. 

The coming investigations and reviews threaten to extend the nation's foreclosure crisis, delaying the completion of many foreclosures against delinquent homeowners whether or not they win in the end. GMAC Mortgage said last week that even if "procedural mistakes" occurred, there was no disputing that borrowers had defaulted and it has the right to foreclose. JPMorgan Chase and GMAC Mortgage have suspended foreclosures in 23 states while they review their procedures, and on Friday, Bank of America widened its suspension from those 23 to all 50 states. 

The MERS challenges are turning into a pitched legal battle playing out in the courts. 

MERS was set up in 1997 by the country's largest banks to electronically register mortgage title transfers rather than filing them in county offices. The Reston, Va.-based company tracks more than 64 million mortgages, and 60% of all new mortgages. 

MERS may not be well known to homeowners, but its name turns up on the papers that most borrowers sign at closing. 

At that closing, two documents are created. One is the promissory note explaining the terms of the loan. The second is the mortgage showing there's a lien on the property and who holds it. 

In the past, when a mortgage was sold, the new owner filed mortgage documents with county offices showing it now held the lien and paid recording fees. 

But as the volume of refinanced mortgages grew in the late 1990s, the mortgage industry sought to reduce its fee expenses and speed up the process of re-assigning mortgage liens as mortgages were being rapidly bought and sold. 

By having MERS hold mortgage liens for the owners, MERS eliminated the need for servicers to file paper documents reporting a lien holder change each time a mortgage was sold. MERS gives loans identification numbers, which are used to track changes in loans' servicers and owners. 

"Without MERS the current mortgage crisis would be even worse," MERS said in a statement. 

But critics, like North Carolina bankruptcy lawyer O. Max Gardner, say the MERS database isn't always up to date, leading to uncertainty about the lien holder's identity. "Sometimes MERS members enter the information, and sometimes they don't." 

MERS says it has the legal right to foreclose when the owner of the loan chooses to make MERS the holder of the promissory note and gives it the right to enforce the mortgage if it goes into default. But lawyers representing homeowners disagree, saying MERS doesn't have the legal right to foreclose because it doesn't actually own the mortgage loan. 

'It's a mess' 

It could become a major entanglement for the housing industry. If judges rule that MERS has no legal grounds to foreclose on homeowners because it doesn't own the mortgage, homeowners could start challenging current foreclosures or past ones. 

"This will be resolved legally. Will it take years? I don't know," says Guy Cecala, of Inside Mortgage Finance. "Like everything else, it's a mess." 

Some state court judges have ruled that MERS can't foreclose on homeowners because it doesn't own the loans. In August, for example, an appellate court judge in Maine ruled MERS could not bring a foreclosure action because it lacked legal standing to do so. The judge found the borrower had never assigned the mortgage note to MERS and that MERS had not been harmed when the borrower didn't make payments. 

MERS says that because it acts on behalf of the servicer that collects on loans, it has the authority to bring foreclosures. 

MERS' position has found legal support in some states. Minnesota has a law upholding MERS' right to bring foreclosure actions. In Arizona, a state judge this year dismissed a class action by homeowners, ruling that the MERS system was not fraudulent. 

MERS says the new lawsuits are baseless and that it's not true that banks that use MERS make it more difficult to find out who owns mortgages. MERS makes mortgage data more accurate and title information more reliable, it says. "The assertions involving MERS are false and utterly without merit. We will vigorously defend against these accusations and are confident that we will prevail," MERS said in a statement. 

MERS' holding of mortgages isn't the only contentious issue against the company. Charges about faulty foreclosure papers that have been leveled against mortgage servicers have also been made about MERS. 

In March, a Florida judge dismissed a foreclosure case after reviewing documents signed by a MERS agent. The Pasco County judge found the paperwork was fraudulently backdated in an intentional effort to mislead the court. 

In Ohio, Secretary of State Jennifer Brunner is asking a federal prosecutor to look into whether officials who signed foreclosure documents on behalf of MERS were really authorized to do so. 

"We're talking about people losing their homes," Brunner says. "This is serious." 

New lawsuit in Kentucky 

This month, homeowners in Kentucky filed a civil-racketeering class action against MERS, saying it conspired with Ally Financial's GMAC Mortgage unit, Citigroup and other banks to illegally foreclose on them. They say the banks are wrongly foreclosing on homes through MERS, which lacks titles to the houses. 

"Their entire reason for existing was and still is -- until they are shut down -- to hide from the public record, creditors and the homeowners, the identity of the parties who could claim an interest in the mortgage loans recorded in their name," says Heather Boone McKeever, a lawyer in Lexington representing the Kentucky homeowners. 

With lawsuits against MERS seeking class-action status in Arizona, California and Nevada, judges' rulings could have major ramifications for the housing industry. If they rule against MERS, foreclosures across the country could be challenged. 

Fannie Mae changed its policy in May, stating that MERS must not be named as a plaintiff in any foreclosure action on a mortgage loan owned or securitized by Fannie. Its policy is that the loan's servicer should foreclose, according to MERS. 

Meanwhile, homeowners who'd never heard of MERS until they were foreclosed on are raising questions. 

Luis Fitzgerald, 58, of Orlando, has been fighting JPMorgan in a foreclosure since 2008. His mortgage is held by MERS. Since he was foreclosed on, he's been living in hotels. The home he had owned is vacant. He says the battle has left him with tension headaches, and he prays each night for help. 

"MERS broke the old system and has fooled the courts into believing they have the right to foreclose and have the note," says Fitzgerald, who makes art for greeting cards. "It's not right." 

List 

States join to gain investigative 'clout' 

Dozens of state attorneys general are uniting in a joint investigation of alleged problems with foreclosures that have already brought many to a standstill. 

Ohio Attorney General Richard Cordray said Sunday that the probe will examine the implications of faulty paperwork in scores of foreclosure actions. He said an announcement is expected this week. 

"The advantage of having multiple states is that we have more clout as a group," Cordray said. "It helps with major banks to get their attention and provides efficiency of resources." 

Attorneys general in about seven states, including Ohio, have announced investigations. Cordray last week sued Ally Financial's GMAC Mortgage, alleging it used fraudulent affidavits and documents to foreclose on homeowners. 

Lawyers for homeowners have obtained statements from some mortgage servicers' employees that they signed tens of thousands of foreclosure documents filed with the courts without properly notarizing affidavits or verifying supporting papers. 

Appearing on CBS' Face the Nation show Sunday, White House adviser David Axelrod said a national moratorium on foreclosures is not required "because there are in fact valid foreclosures that probably should go forward" because the documentation is accurate. 

By Stephanie Armour 

Illustration
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Attorney General Martha Coakley is trying to determine whether a lender-created company that tracks mortgage loan data has failed to pay millions of dollars in property recording fees in Massachusetts. 

Coakley is taking aim at the little-known but powerful Reston, Va., company whose members include Bank of America Corp., JPMorgan Chase, and other major lenders. 

The company, Mortgage Electronic Registration Systems Inc., oversees a database of about 31 million mortgages, about half of the active loans in the United States. 

As concern about foreclosure practices mounts across the country, Mortgage Electronic Registration Systems is increasingly being questioned by regulators, lawyers, and housing advocates about the way it operates. 

Essex County's register of deeds, John L. O'Brien Jr., last month asked Coakley to investigate the company, known as MERS. He said that by using its own database for property transfers, MERS does not pay recording fees or disclose the transactions, as Massachusetts law requires. 

O'Brien estimated that in Essex County alone, $10 million was lost over the past decade because MERS failed to pay a $75 fee each time a mortgage was transferred between lenders. 

"They created their own registry of deeds," he said. "They have to record these assignments. The taxpayers deserve these fees." 

A spokeswoman for Coakley said her office is looking at the issues O'Brien raised. 

Critics of the company say that in addition to skirting fees, it has illegally foreclosed upon some homeowners and helped to obscure the identities of mortgage holders. 

"The MERS problem is part of a broken mortgage system," said Ira Rheingold, executive director of National Association of Consumer Advocates, a Washington, D.C., nonprofit whose goal is to protect consumers from unfair business practices. "It is about the industry being sloppy and cheap." 

MERS officials say the company, started in 1995, aims to improve the unwieldy mortgage process and reduce costs by eliminating the need to record every loan transfer. They maintain the system helps county governments by reducing workloads. 

"Fees are paid for a service performed, and if a document is eliminated because it is no longer necessary, no fee is due because there is nothing to record," reads a statement on the MERS website. 

The company has about 50 employees and is funded by its 3,000 members. 

Traditionally, after a bank grants a mortgage loan to a borrower, the transaction is recorded at a county registry of deeds. If the lender sells the mortgage, that transaction is also recorded. 

As large institutional investors began to trade loans at a rapid-fire pace, MERS was created to replace the formal recording process. By establishing itself as the official holder of loans, the company argues, property transfers between banks technically remain within MERS and thus do not have to be recorded every time one changes hands. 

But questions about that setup are mounting. 

In April, the State of Tennessee sued MERS, alleging it had created a "scheme to deprive county and state governments of revenue." In August, the Maine Supreme Judicial Court concluded the company did not have standing to foreclose upon a family because it was not the true mortgage holder, as defined by state law. In November, acting Comptroller of the Currency John Walsh said federal regulators were examining whether the system provides a way for lenders to cut corners on crucial paperwork. 

R.K. Arnold, chief executive of MERS, said it relies on members' employees, called certifying officers, to carry out foreclosures. Earlier this year, he said, the company determined that some officers were "robosigners" - bank employees who signed thousands of documents without reviewing them. 

"We suspended their authority until they could be retrained and retested," Arnold said. "We are asking our members to provide us with specific plans outlining how they intend to prevent such actions." 

Christopher Peterson, a law professor at the University of Utah, said Tennessee is just one of several states contesting the loss of recording fees, and that more suits are in the works. That could potentially mean billions of dollars in penalties for the company and its bank members. 

"MERS is a cause and a symptom of the document problems that are creating so many headaches for the lending industry," said Peterson, a specialist in mortgage issues. "With a motto like `Process loans, not paperwork,' should we be surprised they are having a hard time bringing together the paperwork to complete foreclosures?" 

Jenifer B. McKim can be reached at jmckim@globe.com. 
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Judge Walt Logan had seen enough. As a county judge in Florida, he had 28 cases pending in which an entity called MERS wanted to foreclose on homeowners even though it had never lent them any money. 

MERS, a tiny data-management company, claimed the right to foreclose, but would not explain how it came to possess the mortgage notes originally issued by banks. Judge Logan summoned a MERS lawyer to the Pinellas County courthouse and insisted that that fundamental question be answered before he permitted the drastic step of seizing someone's home. 

"You don't think that's reasonable?" the judge asked. 

"I don't," the lawyer replied. "And in fact, not only do I think it's not reasonable, often that's going to be impossible." 

Judge Logan had entered the murky realm of MERS. Although the average person has never heard of it, MERS -- short for Mortgage Electronic Registration Systems -- holds 60 million mortgages on American homes, through a legal maneuver that has saved banks more than $1 billion over the last decade but made life maddeningly difficult for some troubled homeowners. 

Created by lenders seeking to save millions of dollars on paperwork and public recording fees every time a loan changes hands, MERS is a confidential computer registry for trading mortgage loans. From an office in the Washington suburbs, it played an integral, if unsung, role in the proliferation of mortgage-backed securities that fueled the housing boom. But with the collapse of the housing market, the name of MERS has been popping up on foreclosure notices and on court dockets across the country, raising many questions about the way this controversial but legal process obscures the tortuous paths of mortgage ownership. 

If MERS began as a convenience, it has, in effect, become a corporate cloak: no matter how many times a mortgage is bundled, sliced up or resold, the public record often begins and ends with MERS. In the last few years, banks have initiated tens of thousands of foreclosures in the name of MERS -- about 13,000 in the New York region alone since 2005 -- confounding homeowners seeking relief directly from lenders and judges trying to help borrowers untangle loan ownership. What is more, the way MERS obscures loan ownership makes it difficult for communities to identify predatory lenders whose practices led to the high foreclosure rates that have blighted some neighborhoods. 

In Brooklyn, an elderly homeowner pursuing fraud claims had to go to court to learn the identity of the bank holding his mortgage note, which was concealed in the MERS system. In distressed neighborhoods of Atlanta, where MERS appeared as the most frequent filer of foreclosures, advocates wanting to engage lenders "face a challenge even finding someone with whom to begin the conversation," according to a reportby NeighborWorks America, a community development group. 

To a number of critics, MERS has served to cushion banks from the fallout of their reckless lending practices. 

"I'm convinced that part of the scheme here is to exhaust the resources of consumers and their advocates," said Marie McDonnell, a mortgage analyst in Orleans, Mass., who is a consultant for lawyers suing lenders. "This system removes transparency over what's happening to these mortgage obligations and sows confusion, which can only benefit the banks." 

A recent visitor to the MERS offices in Reston, Va., found the receptionist answering a telephone call from a befuddled borrower: "I'm sorry, ma'am, we can't help you with your loan." MERS officials say they frequently get such calls, and they offer a phone line and Web page where homeowners can look up the actual servicer of their mortgage. 

In an interview, the president of MERS, R. K. Arnold, said that his company had benefited not only banks, but also millions of borrowers who could not have obtained loans without the money-saving efficiencies it brought to the mortgage trade. He said that far from posing a hurdle for homeowners, MERS had helped reduce mortgage fraud and imposed order on a sprawling industry where, in the past, lenders might have gone out of business and left no contact information for borrowers seeking assistance. 

"We're not this big bad animal," Mr. Arnold said. "This crisis that we've had in the mortgage business would have been a lot worse without MERS." 

About 3,000 financial services firms pay annual fees for access to MERS, which has 44 employees and is owned by two dozen of the nation's largest lenders, including Citigroup, JPMorgan Chase and Wells Fargo. It was the brainchild of the Mortgage Bankers Association, along with Fannie Mae, Freddie Mac and Ginnie Mae, the mortgage finance giants, who produced a white paper in 1993 on the need to modernize the trading of mortgages. 

At the time, the secondary market was gaining momentum, and Wall Street banks and institutional investors were making millions of dollars from the creative bundling and reselling of loans. But unlike common stocks, whose ownership has traditionally been hidden, mortgage-backed securities are based on loans whose details were long available in public land records kept by county clerks, who collect fees for each filing. The "tyranny of these forms," the white paper said, was costing the industry $164 million a year. 

"Before MERS," said John A. Courson, president of the Mortgage Bankers Association, "the problem was that every time those documents or a file changed hands, you had to file a paper assignment, and that becomes terribly debilitating." 

Although several courts have raised questions over the years about the secrecy afforded mortgage owners by MERS, the legality has ultimately been upheld. The issue has surfaced again because so many homeowners facing foreclosure are dealing with MERS. 

Advocates for borrowers complain that the system's secrecy makes it impossible to seek help from the unidentified investors who own their loans. Avi Shenkar, whose company, the GMA Modification Corporation in North Miami Beach, Fla., helps homeowners renegotiate mortgages, said loan servicers frequently argued that "investor guidelines" prevented them from modifying loan terms. 

"But when you ask what those guidelines are, or who the investor is so you can talk to them directly, you can't find out," he said. 

MERS has considered making information about secondary ownership of mortgages available to borrowers, Mr. Arnold said, but he expressed doubts that it would be useful. Banks appoint a servicer to manage individual mortgages so "investors are not in the business of dealing with borrowers," he said. "It seems like anything that bypasses the servicer is counterproductive," he added. 

When foreclosures do occur, MERS becomes responsible for initiating them as the mortgage holder of record. But because MERS occupies that role in name only, the bank actually servicing the loan deputizes its employees to act for MERS and has its lawyers file foreclosures in the name of MERS. 

The potential for confusion is multiplied when the high-tech MERS system collides with the paper-driven foreclosure process. Banks using MERS to consummate mortgage trades with "electronic handshakes" must later prove their legal standing to foreclose. But without the chain of title that MERS removed from the public record, banks sometimes recreate paper assignments long after the fact or try to replace mortgage notes lost in the securitization process. 

This maneuvering has been attacked by judges, who say it reflects a cavalier attitude toward legal safeguards for property owners, and exploited by borrowers hoping to delay foreclosure. Judge Logan in Florida, among the first to raise questions about the role of MERS, stopped accepting MERS foreclosures in 2005 after his colloquy with the company lawyer. MERS appealed and won two years later, although it has asked banks not to foreclose in its name in Florida because of lingering concerns. 

Last February, a State Supreme Court justice in Brooklyn, Arthur M. Schack, rejected a foreclosure based on a document in which a Bank of New York executive identified herself as a vice president of MERS. Calling her "a milliner's delight by virtue of the number of hats she wears," Judge Schack wondered if the banker was "engaged in a subterfuge." 

In Seattle, Ms. McDonnell has raised similar questions about bankers with dual identities and sloppily prepared documents, helping to delay foreclosure on the home of Darlene and Robert Blendheim, whose subprime lender went out of business and left a confusing paper trail. 

"I had never heard of MERS until this happened," Mrs. Blendheim said. "It became an issue with us, because the bank didn't have the paperwork to prove they owned the mortgage and basically recreated what they needed." 

The avalanche of foreclosures -- three million last year, up 81 percent from 2007 -- has also caused unforeseen problems for the people who run MERS, who take obvious pride in their unheralded role as a fulcrum of the American mortgage industry. 

In Delaware, MERS is facing a class-action lawsuit by homeowners who contend it should be held accountable for fraudulent fees charged by banks that foreclose in MERS's name. 

Sometimes, banks have held title to foreclosed homes in the name of MERS, rather than their own. When local officials call and complain about vacant properties falling into disrepair, MERS tries to track down the lender for them, and has also created a registry to locate property managers responsible for foreclosed homes. 

"But at the end of the day," said Mr. Arnold, president of MERS, "if that lawn is not getting mowed and we cannot find the party who's responsible for that, I have to get out there and mow that lawn." 

Photograph
Darlene and Robert Blendheim of Seattle Are Struggling to Keep Their Home After Their Subprime Lender Went Out of Business.(Photograph by Kevin P. Casey for the New York Times)(B1); R. K. Arnold, Mers President, Said the Company Helped Reduce Mortgage Fraud and Imposed Order On the Industry.(Photograph by Daniel Rosenbaum for the New York Times); Mers Holds 60 Million Mortgages Through a Process That Baffles Owners.(B7) 
CHART: Into the Mortgage Netherworld: Nearly all American home mortgages are funneled into a system created by banks called MERS, which effectively masks the trading of mortgages on the secondary market. Here's how MERS absorbed one mortgage that eventually went bust, leaving the owners uncertain of who owned their loan.(Sources: Securities and Exchange Commission filings; King County (Wash.) Recorder's Office)(CHART BY BILL MARSH/THE NEW YORK TIMES)(B7) 
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Bank of America Corp. is demanding that a small but powerful loan registry turn over all its records involving a Taylor Bean & Whitaker Mortgage Corp. mortgage conduit that's at the center of multi-billion dollar fight between some of Wall Street's biggest banks. 

The bank is subpoenaing documents from the Mortgage Electronic Registration Systems Inc., or MERS, a loan registry created to record and track the ownership of mortgage loans. 

Bank of America is asking the judge overseeing Taylor Bean's bankruptcy to order MERS to turn over all its records related to mortgage loans involving Ocala Funding, a mortgage conduit created by Taylor Bean. 

A MERS spokeswoman couldn't be reached for comment. 

Ocala borrowed money for short periods to fund Taylor Bean's home loans before they were sold to investors. 

Bank of America, which served as the trustee for notes issued by Ocala, believes Taylor Bean's "deficient record keeping may have allowed the double or triple pledging of the Ocala loans," according to a filing Thursday in its bankruptcy case. 

The bank claims Taylor Bean may have improperly diverted some $1.75 billion in Ocala loans to Freddie Mac, among others, to cover the mortgage lender's servicing advances. The bank says those Ocala loans are its property. 

The Ocala unit is at the center of a legal battle between Deutsche Bank AG and BNP Paribas SA on one side and Bank of America on the other. 

Deutsche Bank and BNP Paribas have each sued Bank of America in federal court in New York for allegedly failing to protect more than $1.75 billion in cash and mortgage loans that it was obligated to secure on behalf of the banks. Bank of America has denied responsibility and moved to have the cases dismissed. 

Bank of America hopes MERS's records can shine a light on Taylor Bean's murky records and allow it trace the Ocala loans. 

MERS was created as by some of the mortgage banking industry's biggest lenders in the 1990s to simplify the securitization process by registering the ownership of mortgage loans. 

The company operates a computer database that tracks servicing and ownership rights of the mortgages in its registry. Today, the MERS registry contains some 63 million residential mortgages. 

In addition, lenders can also list MERS as the nominee or "mortgagee of record" on loan documents, thereby avoiding the costs of publicly recording an assignment each time a mortgage is sold or its servicing rights transferred. 

The Reston, Va., company can also foreclose on delinquent mortgages in its own name rather than in the name of its members, which has led to a number of legal challenges from homeowners in recent years. 

Taylor Bean, a MERS member, collapsed last August amid the revelation that it was the target of an investigation by the U.S. Department of Justice and that Freddie Mac had ended its relationship with the company. Restructuring firm Navigant Capital Advisors has been running Taylor Bean since the company filed for bankruptcy. 

Other loans made by Taylor Bean were funded by Alabama's now closed Colonial Bank. Before its collapse, Taylor Bean and a group of other investors sought to pump $300 million into Colonial, which would have enabled Colonial to become eligible for a $550 million federal bailout. But the two sides failed to get regulatory approvals, and that plan was scuttled. Colonial has announced it is the subject of an ongoing criminal investigation. 

The Federal Deposit Insurance Corp., which is acting as the receiver for Colonial, has previously said in court filings that Taylor Bean may have "double-pledged" $866 million in mortgage loans and kited millions more in loans between its bank accounts. 

Earlier this month Navigant said Lee Farkas, the Florida businessman who built Taylor Bean from a small mortgage company into the nation's largest mortgage lender not owned by a bank, allegedly siphoned more than $50 million from the Florida mortgage lender for his own personal financial gain. 

(c) 2010 Dow Jones & Company, Inc.
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Photo, R.K. Arnold 

About a third of newly originated loans are currently being registered on the electronic registry for tracking ownership of loans and servicing rights, and the adoption rate continues to grow. 

Mortgage Electronic Registration Systems Inc., or MERS for short, now has about eight million loans registered. 

R.K. Arnold, president of the industry-owned utility, said that as more companies recognize the value-proposition created by MERS, the number of lenders integrating the system into their operations has increased. 

By the end of this year, he anticipates that lenders will be registering about half of newly originated loans on the system. 

"During this last year we had some very large companies come online, and we have got a lot of penetration out in the correspondent world," he told National Mortgage News. 

Last year, MERS quadrupled the number of loans registered on the system. 

MERS, which is modeled on the book-entry system for tracking ownership of securities electronically, eliminates the need for lenders to record documents at the county level when loans and servicing rights are traded. MERS estimates that lenders can save at least $22 per assignment in recording costs, and an even larger amount in terms of back-office savings for participating lenders. 

The cost to register a loan on MERS is currently $3.95, he said. 

A breakthrough for MERS was the development of MOM, which stands for MERS as Original Mortgagee. 

Prior to MOM, firms would have had to record an initial assignment to MERS in order to have the loans tracked on the electronic registry. 

Now, once a loan is originated, lenders never have to go back to the courthouse no matter how many times the loan is traded, he said. 

The system has especially helped lenders during the current refinancing boom, he said, by cutting down on the number of assignments and document recordings that otherwise would have to take place. 

"They really do find it to be a valuable tool in dealing with their volume." 

MERS is now operating profitably, and Mr. Arnold said that the adoption is spreading beyond the wholesale and corresponding lending channels, where the most immediate upfront savings are realized. But registration of retail loan production is picking up as well. 

A lot of companies are "throwing all the switches at the same time" as they move to MERS, he said. 

MERS continues to adapt its program to suit the needs of lenders. For instance, a new Web-enabled, turnkey system was introduced to help small lenders, including correspondents, obtain a Mortgage Identification Number and register loans on the system. 

Principal Residential Mortgage, Des Moines, will pilot the new turnkey system. 

And MERS has started to roll out a system for tracking commercial mortgage loans as well. 

Mr. Arnold predicts that adoption of MERS on the commercial side will proceed more quickly than it did on the residential lending side of the business, because MERS has learned from its experience in residential lending. 

In addition, the commercial lending universe is smaller, so there are fewer players to sell on the system. 

While MERS will greatly reduce the number of assignments and documents that need to be recorded, Mr. Arnold does not see the registry diminishing the need for companies that specialize in document recording services. 

"Those companies still have plenty of work to do, because there is a lot of cleanup work out there that has to be done." 

(Copyright 2002 Thomson Financial. All Rights Reserved)
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Headnote
Lenders must abandon traditional business models and position their companies for a world of electroniccommerce. It's not a matter of just automating the old, but of reinventing the business from the ground up.

GEORGE BERNARD SHAW ONCE WROTE, "SOME MEN SEE THINGS AS they are, and say, `Why?' I dream of things that never were, and say, 'Why not?' " I find myself saying "Why not?" a lot lately. I am an unabashed dreamer, and the world in which we live today and the technology that is making the impossible possible at a breathtaking pace allows me to construct some fascinating "Why not?" scenarios.

Consider that this morning, before beginning this article, I filed an expense report, checked the balance of my automobile loan, made travel arrangements, sent a message to a colleague halfway around the world, ordered the new novel from my favorite author, and read the news I wanted to see from a custom profile I had set up-all from the computer in my home. Not too long ago, this series of tasks would have taken the better part of a day to complete and would have required a great deal more effort. It's a great time to be a dreamer!

When I'm asked to describe where I think the mortgageindustry is going, I find myself asking the same question, "Why not?" The possibilities I see are endless. New ideas, devices and capabilities that promise to revolutionize our lives and our business are becoming normal practice every day. And while it's true that our industry still operates much the same way it has for decades, we have the unique opportunity to revolutionize our business as never before, by exploring ways to convert from cumbersome, paper-driven processes and replace them with electronic, technology-driven business processes.

With this opportunity, we also have many challenges to face and issues to address-not the least of which is a force that is stronger than all of us-the consumer. Consumer demands and rapidly changing technology are going to ensure that we redefine the way we do business.

That is a reality.

The current mortgagebusiness model

I believe that the current mortgagebusiness model in our industry is one in which innovation is identified with either technology or business process-there is little consideration of blending the two to move to a new model. Consider Figure 1.

In the lower left quadrant are those institutions whose technology environments are closed and whose business processes have not changed in years. These institutions are content with the status quo; they go about business as usual, content to protect the market share they have.

In the upper left quadrant are those institutions that seem, on the surface, to be innovative in that they have adapted technologies such as PC banking; they may have home pages on the Internet where consumers can check rates or prequalify for loans; they may even equip their loan officers with laptop computers or use videoconferencing, but they have failed to change the basic business processes that govern what they do and are often frustrated when large technology expenditures don't translate into increased profits and productivity. These institutions will never reap the benefits of technology because all they have done is automate existing business processes.


In the lower right quadrant are those institutions that have changed, to some extent, their business processes in that they recognize that consumers want more convenience and service. These are the institutions that seek nontraditional channels by which to reach consumers-branches in supermarkets or malls or retail stores. But they have little understanding of how today's technology and business processes can be innovatively integrated to change the fundamental way in which we do business.

In the upper-right quadrant of this graphic is "white space." It will soon be filled with those who are first in figuring out how to integrate emerging technology with innovative approaches to marketing and business processes. This "ElectronicBusiness Model," which we all seek, will give a competitive advantage to the companies that choose this path.

The electronic mortgagebusiness model

Last year, I wrote an article that suggested that with a few more links, consumers would soon be able to shop for, buy and finance a home without leaving their television. At the time, it may have seemed a pipe dream, but a little over a year after that article was published, manufacturers such as Compaq, RCA and Gateway 2000 are selling the "telecomputers" I mentioned, mortgagesare being originated over the Internet, consumers are finding homes through electroniclisting services, and that's only the beginning.

I believe we are closer than ever to a new electronicbusiness model, one in which it will be possible to automate the entire mortgageprocess. Technology is giving us the means by which we can increasingly simplify and standardize our processes and make them even more accessible to borrowers. Many parts of this electronicbusiness model already exist and are being used today. Certainly, the success of automated underwriting has advanced the business model for mortgageloan applications. It is no longer necessary for consumers to file loan applications, for lenders to manually verify information from various sources, or for underwriters to subjectively evaluate loan eligibility. By automating the underwriting process, technology has reduced time, saved expense and increased objectivity. These initiatives incorporate new uses of data access and data analysis technologies that support significant redesign (reengineering) of existing processes toward newer, more streamlined models. Electronicassessment of collateral value or credit scoring illustrate that point nicely. For example, one mortgagecompany quoted in the May '96 issue of MortgageBanking said process time between loan application and closing was improved by six days, the time from application to loan approval was reduced to io days or less, and that savings of $5o to $125 per loan were realized by using automated underwriting and collateral assessment tools.

Another part of this electronicbusiness model that is emerging is represented by the Mortgage Electronic RegistrationSystems (MERS). The reality that today is MERS was only a vision several years ago. But extensive study coupled with cross-industry collaboration made it happen. MERS is now fully operational and promises to give us the first comprehensive national registry of mortgagesand servicing, which will alter the way we do business. MERS will also save the industry as much as $zoo million annually by automating the slow, error-prone, labor-intensive, paperbased registrationprocess with a centralized electronicregistry that tracks mortgageownership and servicing rights.

As integral sectors of the industry become exposed to MERS, the benefits of timesaving accuracy and efficiency will become more prevalent. The chain of productivity will transcend from lenders and servicers to investors and warehouse lenders, custodians, title companies and county recorders. This endeavor proves that when technology is coupled with fundamental changes in business processes, true innovation can occur. Who would have thought we would ever see a "virtual corporation" in our business, or that our industry, fragmented as it is, would get behind a collaborative initiative like MERS? But we have, and it is, as MERS tag line says, "bringing the industry together for a change."

If automated underwriting and electronictransfer of servicing rights can become reality, why not consider what else is possible in this electronicbusiness model? For instance, shouldn't a customer be profiled at the point of application to find out what level of processing his or her loan might necessitate? Why couldn't we put in place a policy that said borrowers who make down payments that exceeded a base threshold don't have to be subjected to a property appraisal? Or why couldn't we allow this same policy to apply to all borrowers in certain professions? Technology has made it possible for us to collect and mine data on home prices and the credit practices of large groups of consumers to establish regular patterns and statistical relationships, eliminating the need for exhaustive analysis of the individual property or borrower.


Why not eliminate today's linear process altogether by making it possible for all entities in the mortgageorigination transaction to have access to the documents they need when they need them-electronically? Today's digital networks, imaging platforms and encryption technologies make it possible. Why not let the borrower close the transaction by signing the documents with an electronicstylus, notarizing the documents with an electronicseal and transferring them from the closing agent to the mortgageservicer without any paper? In fact, the borrower could pay any closing costs through his or her smart card. I know that the scenario I have just described could be less cumbersome, faster, more accurate, and yes, more secure than what we have today.

We must be aware that deregulation, privatization and globalization are creating an opportunity to fundamentally alter the business so that players in diverse industries can converge and offer the consumer an array of services that we haven't even considered. In this model, why not think of ways to achieve the ultimate convergence-financial customers for life-by using technology to increase cross-selling techniques? We in mortgagebanking collect more information on our customers than any other industry does. Why not use technology more effectively to segment behavioral characteristics of those customers to identify and market new products and services to them through effective cross-selling?

Consider a practical example. I am a mortgagebanker who wants to market a credit card to my existing customer base. I could offer the card to everybody, knowing all along that only a percentage of existing customers will be interested. This method at least acknowledges that I am aware of cross-selling, but it is not efficient or cost-effective. Why not use technology to truly change business processes? A new technology, neural network modeling, is a form of artificial intelligence in which advanced techniques that simulate the pattern recognition and pattern mapping functions of the human brain are used as intelligent problem-solving tools. In this example, I could use neural network modeling to identify the common characteristics of current credit card holders and find customers in my mortgageportfolio who exhibit similar characteristics. These are the customers I want to target and the ones with whom I have a higher cer tainty of supporting better, faster and more cost- effectively.

And if that example is true, why not look further? We have the technological ability today to capture consumers from the moment they enter the world and the ability to sell them services that we haven't even considered. Why not offer a savings bond to an existing customer when she has a new baby? Why not remind the same customers they may want to review their insurance coverage-and offer them a lower rate if they have some combination of auto, home, life or other insurance with their financial institution?

Why not automatically solicit customers to refinance their existing mortgageloan when the current interest rate falls more than a point below the rate at which they originally financed the loan? Why not automatically approve a new mortgagecustomer for a home-equity line when he or she close the first mortgageloan? Why not make it possible to allow homebuyers to put their requirements for a home loan into an electronic"auction ring" where multiple lenders bid for the individual customer's business by means of attractive rates, loan products and services that meet the individual customer's requirements?

Why not combine the resources of a mortgagebank with those of a large corporation to purchase entire housing developments for use by frequently relocating employees? Relocating employees could simply turn in the keys to their current home after they had selected another home from the network of homes in their new city. Instead of owning a home that might not sell on the open market, the employee could own "points" that would appreciate in place of equity. When the employee moves to the next home, no money ever changes hands.

Sound far-fetched? Maybe, but so did the idea that you didn't have to get cash from a human being behind a teller's window not too long ago. The ATM is now accepted all over the world. But that's not the end of the story. Once viewed as only dispensers of cash and not-too-practical dispensers at that I might add, look at how they are being used today. ATMs have evolved into consumer convenience centers and distribution channels for information. At some ATMs, consumers can buy mutual funds and stocks or hold video conferences with loan officers. In fact for several years, one bank in South Africa has let its home-equity bond customers access their lines of credit through an ATM.

Our own ATMs here at EDS play country-western video music to entertain customers between and even during transactions. Or what about DOCUNET, a document delivery company in Washington, D.C., which is using ATM technology to virtually eliminate its fleet of trucks. At hundreds of ATMs throughout the city customers can use their credit or debit cards to buy all kinds of items, from hotel reservations to traveler's checks to theater tickets, all of which are dispensed through the ATM machine. This example saves customers time, money and inconvenience, but it also saves time and money for the companies with which DOCUNET works, and it means that there is no longer a need to maintain a costly vehicle delivery fleet or to have branch offices all over the city.

Technology is the vehicle

Technology is the means by which we can achieve these revolutionary changes in mortgagebanking if we dare. Fiber optics is an excellent example because its virtually unlimited capacity can allow us to remove existing barriers between communication and industries. Today, optical fiber is used at less than one ten-thousandth of capacity-approximately 25 trillion bits per second in one strand. That is enough capacity to handle every call in the United States during any peak holiday time or to transfer more data, sound, still images and video than any of us would have considered possible at the beginning of this decade. American companies are installing 4,ooo miles of fiberoptic cable each day-the potential of which is beyond imagination. The increased speed, capacity and flexibility provided by this technology alone is making it possible for us to ask, "Why not use virtual home tours, electronicloan applications, land records, title documents, and so on? Why not move them over the vast networks that are expanding every day?"

Or what about imaging technology and what it can allow us to do today with a little creative thinking? No one can deny that we need innovative uses of imaging technology in our industry. Lenders are encountering unprecedented mortgagevolumes and, consequently, enormous volumes of paper.

In the United States, we have approximately 150 loans for every 1oo pieces of real estate, and the numbers are growing as the economy remains stable and interest rates remain low. Worse yet, we don't even use most of the information contained in these documents. Save for a few documents, we typically archive loan files after the loan has been sold anyway. So why not store and move files electronically where they can be maintained and where the information contained in them can be mined?

I once said that imaging technology has been a "solution looking for a problem" because it has traditionally been cheaper to rent a warehouse than to convert paper into images, but I am changing my view as less expensive scanners, high-capacity storage devices and the recent trend toward storing images on mainframes, rather than on slower and more costly optical disks in jukeboxes, make it possible to consider imaging loan documents electronically. Not to mention the fact that imaged documents are immediately accessible throughout an entire organization.

Then there's the Internet, that much-debated electronicdistribution channel that so few of us really take advantage of. If you search for "mortgage" today using any Internet search engine, you will return thousands of matches for countless sites. It seems that everyone is getting on the Net, but how many of us are using it effectively? I see home page after home page that is merely window dressing. Why not really take advantage of the technology that we have at our fingertips to make the Internet work for us?

For instance, some companies use their Web sites to collect invaluable marketing information from visitors, information that can be used to directly target and market to potential customers. That's just the beginning. While some mortgagelenders are using their Internet presence to attract customers to their products and services, we have the ability today to empower customers to originate and even close a mortgagetransaction without ever having to see a loan officer or go to a branch. Imaging, digital signatures and electroniccommerce methods make it possible today.

And we have the technology to make electroniccommerce secure. If designed correctly, the infrastructure that supports such transactions can take place without ever having to have sensitive data travel over the public Internet. And even then, advances in encryption hardware and software are improving daily. Vendors are building hardware devices such as PCMCIA security cards in which the encryption hashing algorithms are resident within the card itself. Developers are constantly improving their encryption software, combining both public and private key methods of encryption.

It is ironic to me that the same people who criticize the lack of security over the Internet think nothing about giving out their credit card numbers over the telephone when anyone with a hand-held scanner could be listening in and intercepting the data. If anything, the Internet is much more secure than it is given credit for, if careful thought is put into the technology architecture and design behind a Web presence.

Businesses and consumers are increasingly accepting this method of conducting commerce. In fact, a recent article in Traffic World states, "Internet commerce should reach $8 billion in 1997, a 1,ooo percent increase from 1996, according to a report from Forrester Research, Cambridge, Massachusetts. And if that rate of growth seems radical, Forrester predicts the value of goods and services traded on the Net will hit $327 billion in 2002."

So how do we get to the electronicbusiness model? To get to the electronicbusiness model I have described, we must realize that neither technology nor business processes are ends in themselves. We can effect real change only when we carefully integrate the two, which we can do by taking the following steps:

* Driving change to remain competitive. As mortgagelenders, we can achieve the electronicbusiness model by driving the change. We can drive change and revolutionize our industry, or we can watch it occur from the sidelines and suffer the consequences. To drive the change, we must have a vision that redefines this industry and focuses on the "white space" of the model, not just on reinvention or reengineering. We must have a vision that incorporates initiative throughout the industry and that takes advantage of existing and emerging technology. The vision must demonstrate both foresight and insight. It involves learning, which occurs with challenges. We must force ourselves to "step outside the box" to find innovative ways to change the way in which we do business as industries converge.

* Update focus and thinking. In the electronicbusiness model, it is also important for us as mortgagelenders to update our focus and thinking. If we spend most of our time and money on yesterday's processes or technologies, we will surely not be successful in a digital economy. We also must realize and accept the fact that more nontraditional players from many industries have the opportunity to infringe on our traditional areas of business. We must respond by venturing into nontraditional areas to create new revenues, growth and alliances. The traditional mortgagebank will evolve into something much more if it is to compete effectively, and we must focus on how to adapt to be competitive in the evolving marketplace.

* Realize that customer relationships will be central to our success. We can no longer take the customer for granted. We must address changes in customer needs and preferences. We must establish new relationships that will allow us to capture and maintain their loyalty much earlier in their lives. To achieve this goal, we must seek, define and build new relationships in areas that have never been part of our business. We must understand consumers' needs throughout their life cycle and match services to these needs in a timely manner. If we embrace this type of thinking, our customers will see us as the conduit for all their financial needs and relationships. And let me emphasize that this "customer for life" relationship doesn't mean always offering the cheapest services, but value-as Henry Silverman of HFS says, "A good experience at a fair price."

* Collect invaluable customer data. To win customers for life and design products that consumers need at different stages of their lives, lenders need invaluable customer information. We must establish new opportunities for cross-selling, new methods to mine information about our customer base, and new products and services to offer them. Many existing technologies can help us gather customer information. Data warehousing will allow us to collect, build, store, analyze and cross-reference customer information electronically.

* Realize that technology plays a key role in the types of relationships formed with customers. Technology changes the roles we play and the customer relationships we form. House-hunting in cyberspace is growing in popularity. Potential homebuyers can view the interior and exterior of a house, check its utility bill history, review repair and ownership history, see Realtor's notes, learn about nearby development and view a video of the neighborhood without leaving their homes. This could make potential customers question the usefulness of a Realtor. Based on consumer demand, noncommissioned property agents may replace real estate agents in the new frontier. In response, Realtors must reinvent their business. Ever-changing technology will also demand that mortgagelenders change the way in which we do business. In the future, customers will be able to browse online to select a lender, and there won't be a salesperson or loan officer to help influence their decisions. They will select lenders based on track record, statistics and customer service. Therefore, we, too, must reposition ourselves.

* Make technology work for our advantage. When developing plans that will make technology work for us, mortgagelenders have several things to consider. First, we must analyze how changes in technology will change the way we do business. Next, we must evaluate our technology. It should be flexible and and able to be upgraded to accompany rapid change. Also, we must ask ourselves if our technology will be able to adapt to changing trends and drivers in the marketplace.

Technology tools should be integrated and used efficiently and effectively, and cost should not be the only issue. We must not underestimate the importance of creativity. In the future, mortgagelenders will be measured by creativity and value. It is also important to realize that using technology to find a niche in the Information Age doesn't have to be expensive. Something simple could have a huge impact. For instance, an Internet home page can reach potential customers for a few dollars a day. And even small companies can look big on the Internet.

* Develop critical partnerships and alliances. In the digital economy represented by the electronicbusiness model, developing new partnerships and alliances will be critical. What may seem like an unlikely partnership now may prove to offer a unique twist that can differentiate a product from the pack and establish a new hybrid of financial and mortgageproducts. Teaming with nontraditional players can provide a broader range of products and services to reach more consumers.

Go out on a limb. A major step toward making the electronicbusiness model work is the willingness to take educated risks. As mortgagelenders, we must be dreamers. Asking "Why not?" will be a key reason lenders survive and prosper in this electronicage. Keen business planning, creative thinking and calculated risks have produced game-changing dynamics. The possibilities are staggering. The digital economy requires mortgagelenders to look at the industry in a new light. We must realize that the power of the consumer is essential to succeeding in this new electronicfrontier. Traditional methods of doing business will not continue to succeed. If we do not venture into the unknown, we will miss countless opportunities that will drive changes in our industry. Why not make the things that never were, happen now and help drive them into the next century?

AuthorAffiliation
Larry Walker is executive director of EDS' Credit and Real Estate Services Division. The division provides information services and business consulting for real estate, mortgagelending and related ancillary service companies worldwide.
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New York-The government sponsored enterprises have approved a plan that is expected to make it more attractive for lenders to use an electronicregistry for tracking ownership of mortgageloans and servicing rights.

At the MBA annual convention, Fannie Mae and Freddie Mac said they will buy loans with Mortgage Electronic RegistrationSystems Inc. recorded as the original mortgagee of record on the uniform mortgageinstruments.

The change removes a roadblock to widespread adoption of the electronicregistry, moving the anticipated benefits of the system "upfront" in the lending process.

Previously, most benefits were likely to be realized when. servicing was transferred, and lenders that originate and plan to hold a loan saw little tangible incentive for adopting MERS at the time of origination.

Alta Jones, executive vice president for strategic planning at Norwest Mortgage, Des Moines, said Norwest determined during early implementation of MERS that it would be difficult to realize benefits from the system unless MERS could be recorded as the original mortgagee. In recent months, MERS backers have put on a full court press to persuade the government sponsored enterprises to accept MERS as the original mortgagee.

During a press conference at the MBA annual convention, Paul Mullings, CEO of MERS, said he expects to see widespread acceptance as other agencies follow the lead of Fannie Mae and Freddie Mac.

"We have the same request into the FHA and VA and expect to get approval from them shortly," he said.

Without the original mortgagee, lenders needed to originate loans with their own name and then record a transfer to MERS.

The largest benefit may be seen for correspondents, brokers and the wholesale lenders to which they sell loans.

MERS now estimates that brokers and correspondents will see savings on average of $22 per loan by using the electronicregistry, since they will not have to record a transfer to the wholesale loan buyer.

Mr. Mullings said the original mortgagee issue creates a "paradigm shift" that will help to reshape the way mortgagesare transferred between participants in the industry.

He said naming MERS in the uniform mortgageinstrument as the original mortgagee will create an opportunity to streamline the origination process.

Under the new process, lenders will close loans with MERS as the nominee for the lender and register these loans on the MERS system. Thereafter, ownership of the loans and servicing rights will be tracked electronically by MERS. Technology giant EDS, Plano, Texas, is the vendor that operates the electronicregistry.

MERS will be recorded as the mortgagee of record in county land records.

"By this change, we are going to eliminate all assignments on the origination and transfer of loans," Mr. Mullings said.

Adolpho Marzol, senior vice president for single family business at Fannie Mae, said that allowing MERS to be the original mortgagee of record represents "a good and prudent business decision" for Fannie Mae.

Paul Peterson, senior vice president of Freddie Mac's servicer decision, also backed the move. "We have made it so the benefits of MERS will both be comprehensive and immediate," he said.

Advocates of MERS, which is an industry owned utility with 150 member firms, say the "original mortgagee" issue will encourage widespread adoption of the registry in the industry.

There are five active users and five more are scheduled to go on-line in the fourth quarter Currently, about 50,000 loans are registered on the system.

While that is fewer than MERS had hoped for by this time, lenders such as Norwest say it is taking time to iron out their technical systems for widespread implementation.

Norwest said it plans to register the majority of its loans by sometime in the first quarter of 1998 and hopes to be registering all loans by the end of 1998. About half of Norwest's production comes from retail channels and about half through brokers and correspondents.

Mark Oman, chairman of Norwest Mortgage, said that the change paves the way for easier implementation of MERS.

"We believe it will be a significant benefit to our industry and our industry's customers," he said.

First Nationwide Mortgage, Frederick. Md., has become the first lender recognized as having fully implemented MERS. Terry Klein, president and CEO of First Nationwide, said the process of consolidating a large servicing portfolio in Maryland reminded him of how much time is wasted chasing documents related to ownership of loans and servicing rights.

"My sense is we are going to get a much bigger payback than we realize," he said.

PNC, 13 other banks could face penalties

Olson, Thomas. McClatchy - Tribune Business News [Washington] 03 Mar 2011. 
Turn on hit highlighting for speaking browsers
Turn on hit highlighting
· Citation/Abstract
Find other copies:

Link to external site, this link will open in a new window

 HYPERLINK "http://search.proquest.com.ezproxy.apollolibrary.com/docview.linkstootherformats.outboundlinks.externallink_0:externallink/http:$2f$2flinksource.ebsco.com$2flinking.aspx$3fgenre$3darticle$26issn$3d$26volume$3d1$26issue$3d$26date$3d2011-03-03$26spage$3d1$26title$3dMcClatchy+-+Tribune+Business+News$26atitle$3dPNC,+13+other+banks+could+face+penalties/MSTAR_854529767/LinkResolver/313165?t:ac=854529767/13261CCF0651406C480/851" \o "Link to external site, this link will open in a new window" \t "_new" 
Check Document AvailabilityLink to external site, this link will open in a new window

Abstract (summary)

Translate 
According to the securities filing, PNC estimated its total costs on all pending legal issues could be as much as $400 million. 

Full Text

· Translate 
· Turn on search term navigation
March 03--PNC Financial Services Group Inc. and 13 other financial institutions must reassess their home-mortgage servicing and foreclosure practices, and could face civil penalties as a result of sweeping regulatory enforcement actions, according to a securities filing. 

The 14 institutions are under a comprehensive review by the Federal Reserve and the Comptroller of the Currency. The institutions face consent orders spurred by their reliance on a controversial database to foreclose on homes. 

PNC and other big banks have used Mortgage Electronic Registration Systems, known better as MERS, to record mortgage transfers and bring foreclosure actions -- instead of each bank or mortgage servicer filing traditional documents in local counties. The practice has led to several federal lawsuits by homeowners claiming that MERS-related foreclosures were illegal. 

PNC spokesman Fred Solomon declined to elaborate Wednesday on the consent orders, which have yet to be finalized, or on potential fines or costs involved. 

The other 13 institutions include such giant banks as Bank of America Corp. and Citigroup Inc. 

"To the extent they have done (foreclosures) wrongly, there could be some monetary penalties," said Gary Townsend, president of Hill-Townsend Capital, a hedge-fund firm in Chevy Chase, Md., which owns many bank stocks. 

Shares of PNC closed yesterday at $59.99, down 36 cents. 

According to the securities filing, PNC estimated its total costs on all pending legal issues could be as much as $400 million. They include legacy issues of National City Corp., which PNC acquired in December 2008. 

In response to the MERS controversy, PNC and other major banks halted foreclosures and evictions in 23 states in early October. After an internal review of its procedures, PNC resumed foreclosures in December, Solomon said. 

PNC expects the final consent orders will find some of the bank's "practices and controls" to be "deficient" and that regulators will require PNC to "take certain other remedial actions," the filing said. 

"The bottom line is that the costs shouldn't be too horribly large for PNC," Townsend said. "Like other banks, they are already going through their documents and making sure everything is done in conformance with the law." 

Pittsburgh-based PNC estimates it handles about 2 percent of the nation's home mortgages. The "vast majority" of the portfolio are mortgages that PNC services on behalf of Fannie Mae and Freddie Mac -- the troubled government-sponsored enterprises that promote home ownership. 

MERS is co-owned by Fannie Mae, Freddie Mac and 23 other banks and mortgage industry organizations, such as Wells Fargo Bank and CitiMortgage Inc. PNC does not own a stake in the mortgage tracker, according to MERS' website. 

Attorneys general in all 50 states are investigating foreclosure practices in light of court documents showing that employees at some companies and law firms signed foreclosure papers without ensuring accuracies, including employees not authorized to do so. 

Credit: The Pittsburgh Tribune-Review 

To see more of The Pittsburgh Tribune-Review or to subscribe to the newspaper, go to http://www.pittsburghlive.com/x/pittsburghtrib/. Copyright (c) 2011, The Pittsburgh Tribune-Review Distributed by McClatchy-Tribune Information Services. For more information about the content services offered by McClatchy-Tribune Information Services (MCT), visit www.mctinfoservices.com.
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The Utah Legislature appears poised to stifle any legislation that might help thousands of Utah homeowners facing foreclosure, punting decisions on those issues back to the courts. 

But federal courts in Utah, where most foreclosure lawsuits end up, have been downright cold toward homeowners seeking relief from what they claim are illegal actions on behalf of banks and others. 

In case after case, federal judges have sided with banks and foreclosure trustees in lawsuits that raise legal questions about their ability to take property when loans become delinquent. 

State courts, according to homeowner attorneys, have been more open to foreclosure lawsuits. Given that, banks and others seeking to foreclose are automatically moving cases filed into federal court. Homeowners have never even be allowed to gather evidence from the foreclosure entities because their cases are quickly dismissed. 

Attorney Abraham Bates, whose firms has filed more than 100 lawsuits over foreclosure issues, said U.S. District courts in Utah likely have been hostile toward such suits because unlike state judges, federal jurists come largely from firms that service corporate clients and are not disposed to treat consumer complaints favorably. But he said federal judges also have heavy caseloads and look to get rid of cases quickly. 

Foreclosure lawsuits have "created a massive workload for judges," said Bates, and in dismissing them the jurists tend to lump all foreclosure complaints that together with earlier ones he said were "poorly pled." 

Now, at least three of cases from Utah have been appealed to the 10th Circuit Court of Appeals in Denver, whose rulings could clarify whether the legal issues are serious and need more judicial consideration. Rulings in favor of the homeowners could throw up roadblocks to the foreclosures in Utah, where 10,000 such processes were pending at the end of 2010, and also could affect property registration records. 

-- 

Utah's premier case - On Thursday, the 10th Circuit has scheduled oral arguments on a case that for a short time halted a significant number of foreclosures in Utah. 

St. George resident Peni Cox sued in state court in April 2010 after a foreclosure notice was entered on her home. Her lawsuit alleged the foreclosing entity, ReconTrust Co., was not registered to do business in Utah and was not legally appointed to carry out the foreclosure by another entity that owned Cox's mortgage note. 

In May, 5th District Court Judge James L. Shumate of St. George ordered a temporary restraining order on ReconTrust that halted more than 400 foreclosure sales in Utah and affected 900 others that were pending. About three weeks later, after ReconTrust attorneys moved the case to federal court in Salt Lake City, U.S. District Judge Clark Waddoups lifted the stay. 

Cox's attorneys have appealed that decision to the 10th Circuit Court of Appeals. Cox's attorney, Craig Smay, said this might be the first oral arguments before the 10th Circuit of a Utah foreclosure case. 

"What is being asked basically in Denver is that the Court of Appeals rule that the federal district court here lacked jurisdiction to interfere with the injunction," he said. 

The state of Utah has successfully intervened in the case, its brief there is the first legal reaction to the wave of foreclosures. Assistant Attorney General Jerrold Jensen said the ReconTrust, a unit of Bank of America, is not allowed under Utah law to conduct foreclosure sales. 

"The brief says Judge Waddoups was dead wrong," said Jensen. "State law should prevail, and Bank of America makes just a ludicrous argument that ought to be rebuffed." 

A Bank of America spokeswoman said the company believes the district court ruling was correct and should not be overturned by the Appeals Court. 

ReconTrust initiates about 4,000 foreclosures a year in Utah. A ruling by the 10th Circuit favorable to Cox might mean the state court injunction is back in place, Smay said. 

-- 

Taking on MERS - Another case being appealed to the 10th Circuit takes aim at the question of whether an entity created by the Mortgage Bankers Association can legally initiate foreclosure actions in Utah. 

Ogden resident Charlene Burnett sued when her home was foreclosed on and sold in 2009. Named were the Mortgage Electronic Registration Systems (MERS) and James Woodall, a South Jordan attorney who was appointed to carry out the foreclosure. 

Burnett's attorneys argued that MERS could not legally appoint Woodall under Utah law and that he violated the federal Fair Debt Collection Practices Act. 

MERS was created in the mid-1990s by the Mortgage Bankers Association to facilitate the process where mortgage notes were sold and resold until they were bundled together and peddled to a pool of investors. MERS was recorded in county records as the holder of all mortgages owned by its members, and it claimed the authority to foreclose. 

Burnett's attorneys argued that because MERS is not the actual mortgage holder -- called a beneficiary -- it cannot under Utah law initiate foreclosure proceedings. 

But Judge Dale Kimball granted a motion to dismiss the case. 

"He not only granted the motion and said Woodall was not liable under the Fair Debt Collection Act but, even though there was no motion pending by MERS, he said MERS can be a beneficiary and he dismissed the entire case," said Brian W. Steffensen, a Salt Lake City consumer rights attorney who represents Burnett. 

Steffensen is asking that the case be sent back to Utah so he can question MERS officials and agents. 

-- 

Contract language - Bates said federal judges are relying on MERS, and banks' argument that Utahns signed mortgage notes and trust deeds in which they agreed that MERS could foreclose if there were a default. 

"If I have a $5,000 car and I offer it to you for $100,000 and you agree to pay for it, we have a binding contract," said Bates. "That may be unfair to you, but you signed that contract and you owe that money. So that's the banks' response to this." 

Federal courts are, he said, "predisposed and suspicious anytime homeowners breech a contract on a mortgage." 

But MERS and its role were never laid out to homeowners before closings, and the homeowners did not understand what they were agreeing to, Bates argues. 

"Is the Mortgage Electronic Registration Systems ever discussed with them?" Bates said. "Absolutely not." 

Bates believes he has the ideal case before the 10th Circuit to test the role of MERS in foreclosures. 

He represents Richard W. Harris, who took out a loan in 2007 to buy a property in Riverton but was foreclosed on in 2009 when MERS appointed Woodall as trustee to carry out a sale. 

Bates sued Woodall and MERS, citing several legal questions but mainly arguing that MERS was not the owner or beneficiary of a mortgage note and therefore could not under Utah law legally begin a foreclosure proceeding. MERS has even admitted in other cases that it does not own mortgage notes and does not receive any payments, criteria necessary to be a beneficiary under Utah law, he said. 

Yet, in the notice of default in the Harris case, MERS claims that it is a beneficiary. 

"This is the smoking gun," Bates said. 

MERS' database lists Bank of America as the trustee for the investors who own the Harris mortgage note, Bates said. 

U.S. District Judge Tena Campbell disagreed, dismissing the case in ruling that MERS is the beneficiary and able to foreclose. 

Bates said as part of the appeal he will ask the Utah Supreme Court to determine whether MERS can legally act as the note owner. 

A favorable 10th Circuit ruling in the case will "put up a wall" to foreclosures in Utah, he said. 

-- 

MERS backs down - MERS has blinked on some legal issues. It recently said it is revising its rules so its members -- banks and other entities -- cannot use its name to foreclose. 

"Our members must not foreclose with Mortgage Electronic Registration Systems Inc. as the mortgagee of record," Dan McLaughlin, executive vice president of MERS, said in an e-mail. 

If MERS is listed with county recorders as the beneficiary, MERS members must amend the record to reflect whomever holds the mortgages note, he said. 

Chris Peterson, a University of Utah law professor and expert in foreclosure issues, said the announcement shows an intention "to declare defeat on one of the key issues of their business model. Part of the strategy all along was to do all of the foreclosure in the name of MERS." 

tharvey@sltrib.com 

Shoulders cold when foreclosure cases hit the courts 

Legislative foreclosure bills 

SB261 - Sponsored by Sen. Curt Bramble, would modify laws by creating penalties for wrongful foreclosures and require notification to a homeowner that a pending foreclosure will continue despite loan modification-talks. Being held without a vote on Senate calendar. 

HB326 - Sponsored by Rep. LaVar Christensen, would establish a procedure in which a loan servicer and borrower in foreclosure could try to negotiate a loan modification. Was voted down in committee. 

HB457 - Sponsored by Rep. Susan Duckworth, would require transactions involving a financial interest in a property be recorded with counties and that contact information be included. Stalled in House Rules Committee. 

HB378 - Sponsored by Rep. Curt Webb, would revise statues related to appointments and duties of trustees who are legal holders of property titles subject to provisions of a mortgage note. Stalled in House Rules Committee. 

Credit: By Tom Harvey The Salt Lake Tribune 

Illustration
Caption: Abe Bates is an attorney who has filed more than 100 lawsuits dealing with foreclosures and other property-related issues.; Rep. LaVar Christensen, R-Draper, has been unsuccessful in trying to get the Utah Legislature to approve a bill to help homeowners facing foreclosure to renegotiate their loans.; Sen. Curt Bramble's foreclosure bill was stalled in the Senate. It would modify laws to try to institute penalties for wrongful foreclosures and require notification to a homeowner that a pending foreclosure will continue despite ongoing loan modification talks. 

Copyright 2011 Salt Lake Tribune. All Rights Reserved.
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The problems for MERSCorp Inc. began with questions from the lawyers representing delinquent and defaulted mortgage borrowers fighting to avoid foreclosure: Who, or what, is MERS Inc., the company whose name kept popping up on deeds of trust in the public land records and in foreclosure lawsuit documents? 

Soon others began to echo that question-municipal officials in charge of local land records, attorneys general and other state officials. Even members of Congress began questioning who was responsible for foreclosing on so many of the homeowners who had defaulted on their mortgages. 

The answer of course is the Mortgage Electronic Registration Systems, the brainchild of the government-sponsored enterprises and many of the national's largest mortgage industry participants, including Bank of America and Wells Fargo. 

As the spotlight fell on the MERS System and parent company MERSCorp, a full-fledged media barrage ensued, with some suggesting that MERS had surreptitiously replaced the long-held method of recording mortgage liens in public records with its own private database. 

The legal questions surrounding MERS are numerous and the answers vary from state to state. While this fight has raged on, it's been largely unclear how much, if anything, would actually change at Reston, Va.-based MERSCorp. After all, both sides in the fight have won court decisions, as judges compare the actions of MERSCorp to interpretations of state and federal law. It appeared as if the legality of MERS would be challenged state-by-state, county-by-county. 

Then in April, after federal regulators handed down consent orders to 12 mortgage industry participants, including MERSCorp, it became clear that change is indeed coming to MERS. The 22-page decree outlines numerous procedural reviews and policy changes MERSCorp must make to stay in compliance with the multi-agency consent order. 

What will the new MERS look like? Among the prevailing theories, two possible scenarios stand out: 

MERS 2.0-a reboot of the company, complete with a review and overhaul of its policies and procedures. 

A second alternative, and an arguably more radical option, is Life After MERS-a world where MERSCorp no longer exists, forcing the mortgage industry and officials from municipal, state and federal governments to unwind MERS and move forward with an alternative. 

Federal Review Finds Problems 

The April 13 consent orders against MERS, 10 financial institutions and the technology and foreclosure services provider Lender Processing Services came after a multi-agency review of the foreclosure policies and practices at 14 mortgage servicers, MERSCorp and LPS, which was conducted by the Federal Reserve, the Office of the Comptroller of the Currency and the Office of Thrift Supervision. 

In its review of MERS, which received the assistance of the Federal Deposit Insurance Corp. and the Federal Housing Finance Agency, the agencies found "certain deficiencies and unsafe or unsound practices by MERS and MERSCorp that present financial, operational, compliance, legal and reputational risks to MERSCorp and MERS and to the participating members." 

The consent order gives MERSCorp 60 days to address a number of governance, procedural, policy and oversight issues at the corporation and its subsidiaries brought to light by the review. 

MERSCorp is the parent company that controls a number of businesses, like Mortgage Electronic Registration Systems Inc., a wholly owned subsidiary corporation. MERS Inc. is the entity named on the mortgage documents filed in municipal land recording offices owned or serviced by the 5,000 MERS members. 

Another component of the corporation is the MERS System, an electronic platform that tracks changes in promissory note ownership, allowing mortgage investors to bypass the county-level land recordation process. While possession of the note may changes hands, MERS remains the listed owner of the mortgage document that serves as proof in the public record of the borrower's home as collateral for the note. 

In 2007, MERSCorp announced that 50 million loans had been registered on the MERS System in its nine years of existence. The precise number of notes currently registered on the system is unknown, but some estimates put the number at more than 60 million. In the consent order, the agencies estimate 31 million notes registered on the MERS System are loans that are actively being serviced across the country. 

In addition to the MERS System, MERSCorp controls a second and separate tracking platform called the MERS eRegistry, the nationwide system of record to track to ownership, servicer and document custodian of the more than 207,000 electronic promissory notes since June 2005, along with additional business segments. MERSCorp is also responsible for managing the Mortgage Industry Standards Maintenance Organization, the nonprofit consortium created to promote data and integration standards in mortgage technology. 

Proponents of the MERS System claim the technology saves time and alleviates workload for county land recording offices burdened by a paper-intensive process. Critics claim the process lets mortgage investors avoid paying fees when promissory notes and mortgages change hands. 

When a note is tracked on the MERS System, the MERS member who owns or services it is relieved of the burden of filing a transfer and assignment of mortgage if it changes hands. But the members are contractually obligated to report all transfers, foreclosures and other changes to the status of the note and accompanying mortgage to the MERS System. 

But the federal review found servicers "exercised varying levels of oversight of the MERS relationship, but none to a sufficient degree," and said MERSCorp lacks the adequate internal controls, policies and quality control measures to ensure servicer compliance with its regulations. 

With MERS in control of the publicly recorded mortgages that are tied to the notes on the MERS System, a legal structure was created to allow note owners to take action on the mortgages to execute transfers and assignments to non-MERS members, lien releases and of increasing regularity, foreclosure documents. 

Individuals called "certifying officers" are typically officers or lawyers of MERS members who are granted the authority to sign and execute documents on behalf of MERS Inc. 

So when Bank of America-a MERS shareholder with one of the highest volumes of notes in the system-forecloses on a borrower, the process is done in the name of MERS Inc., but is executed by a B of A attorney authorized as a certifying officer. 

This process allows the note owner to foreclose without filing an assignment and has been the preferred method of foreclosure by MERS members, especially in judicial states where the foreclosure process is exceptionally protracted. 

While the review and consent order do not find specific fault with the certifying officer arrangement, MERSCorp was nonetheless ordered to shore up its procedures for how it trains, designates and tracks the individuals who are given this power. As such, MERSCorp will provide the agencies with a plan to put better controls on who is allowed to serve as a certifying officer. 

MERS 2.0 

Many of the new policies and changes directed by the consent order shape the framework of a potential MERS reboot. But many industry participants believe the changes required by the consent order amount to MERS Version 1.5-an incremental update, rather than a major upgrade. 

The federal agencies recognize MERS' place as an agent of its members, including the 14 servicers examined in the multi-agency review. That agency relationship, as defined by the United States Code, is the foundation of the federal agencies' jurisdiction to execute the consent order. 

But in addition to the U.S. Code, each state has its own definition and requirements for agency relationships between two entities, leading to conflicting rulings from courts deciding challenges to MERS' standing in foreclosures. 

For example, in the same week of February, federal bankruptcy judges in Kansas and New York issued opposing rulings on MERS' status as an agent of its members. 

Judge Robert Grossman, of the U.S. Bankruptcy Court for the Eastern District of New York in Long Island, declared that the contractual relationship between MERS Inc. and MERS members is insufficient to allow foreclosures where MERS Inc. is the foreclosing entity. 

But in a similar case, a Kansas federal bankruptcy judge, Janice Miller Karlin, ruled the same contractual relationship was sufficient for MERS to act on the servicer's behalf. 

The difference in the rulings was the judges' interpretation of state agency laws-Karin ruled the agreement created an express agency relationship, and noted that even if it didn't, it satisfied the test for an implied agency, which is permitted in Kansas. 

Grossman's interpretation of New York law found that neither the mortgage document nor the MERS membership agreement it has with members contain the word "agency," and they do not expressly spell out in writing that the arrangement is an "agency relationship," which he said is a critical tenant of New York State contract law. 

Judges in other states have handed down decisions on both sides of the agency question, opening the door for a state-by-state review of the MERS contract's adherence to each state's agency laws. 

To ensure its national viability, MERSCorp may be forced to amend its contracts with members to reflect requirements of local laws in states where judges rule MERS and its members don't have a valid agency relationship. 

"It would be kind of crazy to think that it didn't pass the agency requirements initially. I would like to think that the people who backed and really got MERS up and running, that between their legal departments and MERS' own legal department, that they felt like they had a viable product," said Mike Wileman, president and CEO of Orion Financial Group, a provider of document recording and retrieval services based in suburban Dallas. 

"That kind of surprises me that you have that. But the fact that you do now have that, it makes sense that they go back and revisit and figure out how they make a better agency agreement with the members in all the states," he added. 

Mortgage Technology's request to interview MERSCorp executives and board members was declined. The company also declined to make other officials available to comment on this story, an all too common practice. Historically, when court decisions involving MERS are handed down-both for and against the company-officials regularly decline interview requests, instead relying on prepared statements to interact with the public. 

"That's their problem. They're not being proactive, they're being reactive and they really should try and get out there and try to solve the problem," said Paul Anselmo, CEO of electronic document preparation vendor SigniaDocs, based in suburban Dallas. "What happens when they hide is it confirms what everybody's thinking already." 

"The things that I've hear bankruptcy and other kinds of lawyers is that there's this club mentality and it's secret and it's owned by the people who are benefiting from it and by the people who are foreclosing on widows and orphans," Anselmo added, noting there is minimal public information about the finances of MERSCorp. "From a perception standpoint, it looks like they made all kinds of money at our expenses; 'I'm losing my house and here these guys are smoking cigars with $100 bills.'" 

Anselmo believes that if MERSCorp were made a publicly traded company, or at a minimum began disclosing financial information in the same manner as public companies, public confidence in the company could be restored. 

Foreclosing in the Name of MERS 

Among the complaints against the MERS System, its role as the named entity in foreclosure lawsuits is the source of some of the loudest criticism. 

Like the agency issue, rulings have come down for and against MERS in different states. And in some states, courts have issued split decisions. 

In late April, the Michigan Court of Appeals ruled MERS Inc. is ineligible to use the state's nonjudicial foreclosure process. Michigan law specifies that in order to use its expedited nonjudicial process, the foreclosing entity must be "either the owner of the indebtedness or of an interest in the indebtedness secured by the mortgage or the servicing agent of the mortgage." 

The decision vacated the 2009 foreclosure and eviction of two borrowers, but the court noted that had MERS Inc. filed an assignment transferring mortgage ownership to the notes' custodians prior to the foreclosure sales, the cases would have stood. 

Additionally, MERS Inc. and the custodians could have filed a judicial foreclosure without recording the assignment and also successfully executed the foreclosures. 

The note owner plaintiffs in the two foreclosures that the court ruled on tried to invoke what's commonly known as the "MERS statute," a Minnesota Supreme Court ruling from 2009 that upheld MERS' ability to initiate nonjudicial foreclosures in that state. But the Michigan appeals court rejected the argument, noting the Minnesota law is "substantially different" from Michigan's statute. 

The court opinion notes that "MERS seeks to blur the lines between itself and the lenders in this case in order to position itself as a party that may take advantage of the restricted tool of foreclosure by advertisement," but in other cases MERS has "sought to clearly define those lines in order to avoid the responsibilities that come with being a lender." 

The court cited a 2005 case in which MERS successfully defended itself against claims by the Nebraska Department of Banking and Finance that MERS meets the state's definition of a mortgage banker and is subject to licensing and registration requirements. 

The Nebraska court accepted the MERS argument that it is not a lender, and rather "merely a shell designed to make buying and selling of loans easier and faster by disconnecting the mortgage from the loan," the Michigan court wrote. 

"Having separated the mortgage from the loan, and disclaimed any interest in the loan in order to avoid the legal responsibilities of a lender, MERS nevertheless claims in the instant case that it can employ the rights of a lender by foreclosing in a manner that the statute affords only to those mortgagees who also own an interest in the loan," the opinion said. 

The easiest solution to the foreclosure filing challenges is to assign the mortgage out of the name of MERS Inc. and into the name of the appropriate MERS member prior to filing foreclosure documents. There is an expense to that extra step, in both time and money, but Wileman estimates that the average cost to file an assignment is $25, with some recording offices charging less than $10 and others charging closer to $100 to file the appropriate paperwork. 

In December 2006, Fannie Mae took that very step, requiring its servicers to file an assignment of the mortgage out of MERS' name prior to initiating a judicial foreclosure. In April 2011, Freddie Mac enacted a similar directive for its servicers. And now, MERSCorp officials wants the practice of foreclosing in the name of MERS Inc. to stop entirely. 

In March, MERSCorp proposed a rule change that would require servicers assign the mortgage to the name of the foreclosing entity. The rule is currently pending a 90-day comment period that will end in June, during which time MERS requested that its members do not foreclose in its name. 

If a member chooses to foreclose in MERS' name during the comment period, it must give MERSCorp two weeks' advance notice to permit verification of the appointment and current status of the certifying officer who will participate in the foreclosure. If the proposal is enacted, the MERS board of directors will have to first approve it and set a start date for the new policy. 

"I don't know if it's an improvement to MERS, but rather an improvement to the overall process. It does provide some consistency," Wileman said. 

Anselmo agrees. "If that had been done all along, we wouldn't have these issues. It would have put the current holder of the note's name on the endorsement chain, which would have eliminated the whole 'Who the hell is MERS' question. They would have just been another name in the chain," he said. 

But he said even before foreclosure, MERSCorp should go a step further. "My thought always was the deed should have been recorded in the lender's name and one assignment done into MERS simultaneously when you record the mortgage." 

Anselmo believes that process would strengthen the chain of title on MERS mortgages. Right now, the initial deed is filed in MERS Inc.'s name, but the note is executed in the lender's name. "If you have the lender on both the note and deed initially, then you've eliminated that argument," he said. 

What's in a Name? 

The damage to MERSCorp may already be too severe for the company to continue to operate with its existing brands. Wileman said the damage to the MERS brand is not unlike the trouble ValuJet Airlines faced after one of its planes crashed in the Florida Everglades in 1996, leading to the Federal Aviation Administration grounding the Georgia-based regional airline. A year later, the company restructured with a new name, AirTran. 

"A lot of people didn't even know that it was the same airline. That name just got such a terrible negative connotation, that they came back with another name," Wileman said. "You might see the same thing with MERS." 

It's unclear whether a rebranded MERS-along with sufficient changes and modifications brought by the consent order and MERSCorp's self-imposed policies-will be enough to salvage MERSCorp from the onslaught it's faced during the foreclosure crisis. But should MERSCorp cease to exist, many other issues emerge. 

Life After MERS 

If MERSCorp were to close up shop-either at the hand of regulators or by its members adopting alternative methods to record and track note and mortgage ownership-newly originated mortgages would have their deeds recorded in municipal land records in the name of the servicer or note owner, and each time the note changed hands, the new owner would have to file a new assignment. 

In the current period of lower origination volume and sluggish secondary market activity, it's possible that municipal recording offices could build up their capacity to handle the influx of transfers. 

But the more daunting task would be the systematic wind-down of the MERS System. While many delinquent mortgages will fall out of the system and county records as servicers and investors continue to clear the clog in the foreclosure pipeline. In addition to that, "you've got 30-year notes sitting out there and MERS would still need to function until the very last one is gone," Anselmo said. 

One option would be to file transfer assignments from MERS Inc. to the name of the appropriate note holder, but it's a daunting task, Anselmo said. 

"You'd have to review all the agreements to determine do you just put it back to the servicer and believe that the MERS data is right. It's an enormous undertaking that would be extremely costly. Who's going to pay for it?" 

The task of processing the assignments would fall on the more than 3,000 counties and equivalent municipal districts across the country who maintain property records. 

But winding down the MERS System would add yet another task for servicers already strained by loss mitigation efforts and foreclosure responsibilities brought on by the housing crisis. 

John O'Brien Jr., register of deeds for the Southern Essex District Registry of Deeds in northeastern Massachusetts, is a staunch MERS opponent and would like nothing more than to see the MERS System dismantled. 

"I don't think you need MERS, I'd put them out of business and life will go on and people will be much better off," he said. 

O'Brien is a public official who heads one of the 13 registries in Massachusetts that are run by the commonwealth (the state's other eight registries are run by counties). He is elected by voters in the 30 surrounding cities and towns for six-year terms and has held his position since 1977. 

The registry claims it is owed $22 million in lost revenue from mortgage assignment transfers that were not recorded because MERS was listed as the mortgagee in public land records. In protest of Bank of America's affiliation with MERSCorp, O'Brien recently requested the Massachusetts Treasurer switch the registry's bank account out of B of A. 

"It's very simple how to solve it. Go ahead and draw up all the assignments for every time you sold someone a mortgage, come in here and record them, clean up all these phony signatures you have, rerecord everything and pay the fees like everyone else and never do this again," O'Brien said. 

But Anselmo said it's not that simple. Drawing on his experience in the pre-MERS days, when he was involved with mass assignment transfers for servicers taking over new loan portfolios, including the transfer of 750,000 loans from Lomas Mortgage to First Nationwide in the early 1990s. 

"The counties would not be ready to take the onslaught of volume to put it where it belongs, even after you figure out where it does belong, which would be very costly," Anselmo said. "And you've got to it right or you've got a worst problem than today." 

One of the biggest challenges to recording deeds and transfer assignments is that each registry has different requirements. When the documents are not completed correctly, they get rejected. Companies like Wileman's Orion Financial Group maintain databases and a technology platform to manage those various nuances. On top of having the correct requirements and forms, servicers would need reporting and tracking technology to follow the status of pending assignments. 

"If you're trying to do it on your own from scratch, absolutely it would be expensive," Wileman said. "I look at our own proprietary system that we built and have continually enhanced over the past 15 years. There's an extreme amount of money tied into that." 

E-Recording Tech 

Early MERS proponents argued that land recording offices lacked the technology to keep pace with the demand of new assignments coming out of the age of mortgage securitization. "There was definitely a housing policy that said we want housing. In order to get liquidity in the market, you needed the velocity that securitization could get you," Anselmo said. 

"It was just efficient. If you look at how green it is-we reduced FedEx charges and any kind of movement, which is gas and pollution," he continued. "We saved a ton of trees by not producing the paper the counties require. For God's sake, it's 2011, why are we not doing it electronically?" 

Indeed, many counties have adopted a combination of imaging and databasing of paper assignments and full electronic documentation and signature capabilities to increase the efficiency of their operation. 

"We've seen counties that eight or nine years ago, it would take them 90 to 180 days to record a document," Wileman said. "In some of those counties, they go to electronic recording, and boom all of a sudden, once you get the initial kinks worked out, you get documents recorded within a couple of hours." 

Wileman estimates that 80% of the land recording volume is handled by 20% of the nation's registries, many of whom already have e-recording technology in place. If MERS Inc. no longer served as mortgagee, "they could handle the influx when it's being done electronically," Wileman believes. 

A consensus among Anselmo, O'Brien and Wileman is that the typical note will change ownership two to four times over the life of the loan. Aside from the initial filing of the deed, the MERS System eliminates the additional assignment transfers that were filed before the technology was in place. 

"I honestly believe the registries of deeds in this country are capable of handling all of the assignments and discharges from any bank, whether it's MERS related or not," O'Brien said. "And I would stake my reputation on that." 

O'Brien estimates that MERS Inc. is the mortgagee on 160,000 of the 500,000 active mortgages on record in the Southern Essex Registry and projects eliminating MERS would result in a 25% increase in assignment recording activity. 

"If they came in and recorded two assignments on average to clean up the mess that they've created, we could handle that in no time," he said. 

In 1998, O'Brien's registry launched its custom-built document management platform and Web-based portal that it has developed and maintained itself. Documents are imaged and databased before they're posted to the registry's searchable online records. The registry is also in the process of establishing e-recording capabilities to further its technological capabilities. 

O'Brien said it cost approximately $200,000 to build and maintain the system. In 1999, the registry was the recipient of a Smithsonian ComputerWorld Award recognizing its efforts in promoting information technology innovation. 

By September, O'Brien said the registry's website will allow users to view every plan, deed and record collected dating back to the region's founding in the 1600s. 

While Southern Essex is a marked example of a technologically progressive registry, O'Brien dismisses the notion that his fellow registries aren't sophisticated. 

"MERS went along and said the registries are back in the Dickens days. They've got quill pens, they've got oil lamps, their computer systems can't handle this. That's all baloney," he said. "We can do anything MERS can do 100 times better." 

Another Option 

The potential reboot in MERS 2.0 or MERSCorp's demise at the hands of replacement by county e-recording aren't the only two options for the future of MERS. Among other scenarios, a third outcome exists that would still leave MERS obsolete, but potentially improve efficiency in the recording process. 

In the states where courts have affirmed MERS' ability to represent its members as mortgagee in public land records, the company has clearly found a way to operate within the parameters of the law. In states that only require new assignments when there is a new mortgagee on record, as well as states that do not require assignments at all, the legislation overlooks a change in note ownership. 

If government bodies want to limit the ability of MERS to represent its members on land records, legislative changes could specifically mandate that assignments get filed when either the note or mortgage changes hands. 

Such a legislative change would require nationwide adoption to render MERS obsolete. And in a world without MERS, it would be difficult for the mortgage industry to keep track of the myriad recording requirements of each registry-creating a demand for more consistency and electronic processing in land recording. 

Similar to the way that states have specific licensing requirements for loan officers yet collaborate in participation on the Nationwide Mortgage Licensing System and Registry, there's an opportunity for land recorders to embark on a coordinated effort to bring more standardization to the recordation process. 

The federal consent order placed on MERS won't put to rest the debate of MERSCorp's place in the mortgage industry and land registries. It's a complex issue that will take active participation and engagement by all involved parties to promote the most sound policies and procedures. 

Credit: By Austin Kilgore 
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The Connecticut Superior Court ruled that an institution that began a foreclosure action against a Madison woman could not go forward because the institution could not establish that it owned the loan. 

The court's decision released on April 17 could make it more difficult for lenders to foreclose on mortgages. 

"This is a ground-breaking ruling," saidChristopher Brown, partner at Begos, Horgan & Brown L.L.P. of Westport and Bronxville, NY. "The Court said that a lender can't foreclose on a mortgage if it can't prove that it owned the loan when it filed the action. It may sound like a simple idea, but as far as I know, it's the first time a Connecticut court has dismissed a foreclosure for this reason. It is likely that the same defect that was fatal to the lender in this case exists in many, many other mortgage foreclosure cases." 

The case, Mortgage Electronic Registration Systems, Inc. as nominee for Finance America LLC vs. Anna M. Miller, involved an action filed in November of 2004 to foreclose on Mrs.Miller's house in Madison. 

After forcing Mortgage Electronic Registration Systems to produce extensive documents detailing the changes in ownership of the loan, Brown, the Miller's attorney, became convinced that the company did not own the loan when it started the action. Brown asked the Court to dismiss the action, a request that Mortgage Electronic Registration Systems and its lawyers fought strongly. 

The court held a hearing in March. Though Mortgage Electronic Registration Systems brought a witness from Colorado to testify about the ownership of the loan, the court was not persuaded, and the court dismissed the action on April 17. 

"Lenders have grown sloppy, suing first, and then trying to fix up the paperwork later," said Brown. "This ruling has significant implications for both lenders and borrowers in the foreclosure wave that has already started to crash in the courts." 

The significance, according to Brown, is that many mortgage loans are sold repeatedly, so the institution attempting to foreclose is typically not the institution that made the loan in the first place. 

Whoever owns the note has the right to receive the payments that the borrower makes. Because the ownership of the note may change many times very quickly, the lenders may lose track of the actual owner at any point. It is not uncommon for the note itself to become lost. Only the actual owner of the loan is supposed to be able to foreclose on the loan. 

According to Begos, Horgan & Brown, borrowers often do not challenge allegations about who owns the note, and a foreclosure action often gets started in the name of a lender that used to own the note, or that intended to purchase the note and never did. According to the firm, if the borrower doesn't hire a lawyer, or the lawyer doesn't ask the right questions, it might be the wrong entity that gets a foreclosure judgment, though the borrower still loses his or her house. 

In the Miller case, the plaintiff and its attorney argued that it didn't matter who actually owned the note when the action was started, as long as it was straightened out by the end. The Court disagreed, essentially telling lenders that they need to get their records straight before they attempted to take away a borrower's house. 

"This decision could generate an enormous problem for the entities who bought mortgage loans from other lenders, because it's going to make it harder for any institution to collect if and when the loan goes into default," said Brown. "Remember only the institution that can prove it owns the loan can foreclose in the case of default But the industry has created a system that makes it difficult to prove who the owner is." 
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A recent Court of Appeals decision in Michigan involving Residential Funding Co. has held that the Mortgage Electronic Registration Systems (known wide and far as MERS) may not foreclose on a mortgage by advertisement. Instead, MERS must foreclose by the judicial process. 

This technical decision has resulted in a large number of closings being adjourned where a homebuyer was about to close on a (REO) property that had been foreclosed on using the advertisement process. (The case in question is Residential Funding Co. LLC v. Saurman, which consolidated another case, Bank of New York Trust Co. v. Messner.) 

Generally speaking, foreclosing by using the advertisement process (or nonjudicial foreclosures) is faster than foreclosing using the judicial process. Different states have different rules for foreclosure with Michigan offering both options. 

Usually, a lender will prefer the advertisement process because the longer a foreclosure drags on the more a property declines in value, usually. (Note to newspaper owners and publishers: print ads for foreclosures, which usually appear in the classified or real estate sections, are one of your remaining sources of revenue that hasn't yet migrated to the Web.) 

Both of these cases have been kicking around since 2009. Depending on your mortgage point of view, they show either creativity on the part of the borrower's attorney (if you're pro consumer) or (if you're the servicer) highlights yet another lawyer making trouble for mortgage bankers. 

(In response to the ruling MERS issued a statement, noting, "The court recognizes that MERS may exercise its interests in the mortgage by assigning the mortgage to the note holder so that the note holder may avail itself of the foreclosure by advertisement process.") 

The adjourned closings resulting from this court decision relate to the inability for title insurance companies to insure title to a new owner and to insure the new owner's mortgage as being a valid first lien on the property. 

But keep in mind that this is not because MERS is a mortgagee for the new buyer-but rather relates to a problem with the underlying foreclosure based on the Court of Appeals decision. 

There have been thousands upon thousands of foreclosures in Michigan by advertisement with new homeowners (and investors) becoming the proud owners of these foreclosed-upon properties. These distressed acquisitions are seen as a bargain by investors, but thanks to the court ruling there's going to be several weeks (months?) of legal headaches. 

One mortgage broker I spoke with went so far as to get the former foreclosed-upon owner to sign off on a deed to the new buyer but he was still unable to close. (Who says mortgage LOs won't go the extra mile to close a deal?) 

Basically, when something unusual like this happens it takes awhile for new procedures to evolve in response to it. 

By the way, the court decision was a close one: a 2-to-1 vote. In time, it may even be appealed. 

The Michigan Legislature might be able to amend the foreclosure by advertisement statute so that in the future MERS would be able to foreclose by advertisement. In the meantime, I'm glad I'm not a mortgage broker or title insurer in the great state of Michigan. Then again, home values here are up slightly and unemployment is down. Could this be a buying opportunity? 

Based in Chelsea, Mich., John McDermott is a real estate and elder care attorney who represents both consumers and businesses. He can be e-mailed at jamcd@comcast.net. 
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Most people recognize the names Fannie Mae, Freddie Mac and MERS, but few know what the organizations actually do. There has been much in the media about the roles that, singly or collectively, each has played in the mortgage meltdown ? most of which has not been favorable. 

In the future, Fannie and Freddie may no longer exist. With the regulatory scrutiny of late, the fate of Reston, Virginia-based Mortgage Electronic Registration Systems Inc. (MERS) may be uncertain as well. 

Much has been written about this from the financial and economic perspectives, but what will this mean for information exchange in the future? What have Fannie, Freddie and MERS provided to the mortgage banking industry from the technology and document management perspective? What might happen to the development of mortgage industry standards if all three entities no longer exist? Toto, I've a feeling we're not in Kansas anymore. 

Industry standardization is often taken for granted; this is understandable. We require consistency, predictability and regularity to operate effectively and efficiently. A simple look around a house will provide many examples. A screwdriver comes in two types: flathead and Phillips. Screws come in the same two types. Any purchased light bulb will screw into a lamp socket. Any appliance will plug into an electrical socket and will have a rating from Underwriters Laboratories Inc. With Bluetooth? technology, mobile devices may be wirelessly connected to other devices. 

All of these are possible because an agreement, a consensus, has been reached among multiple parties. Once a level of standardization is gained, one does not question its existence. The question "How did this standard come to be?" is rarely asked. Given the current changes ahead facing the mortgage banking industry, this question needs to be asked. The answer is critical for the mortgage industry. 

Industry-developed standards require the voluntary efforts of many organizations to establish requirements for products, practices and operations. The Mortgage Industry Standards Maintenance Organization (MISMO?) develops standards for the mortgage banking industry. These standards allow parties to exchange real estate finance-related information and electronic mortgages (eMortgages) securely, efficiently and economically for the life of the loan. 

Without MISMO, every entity in the loan process, from origination to secondary investors, would need to specify information exchange. The result would be a variety of custom interfaces for the basic exchange of a borrower's name, a property address and the loan amount. The MISMO standards provide a lingua franca ? one that was collectively developed to meet the common needs of information exchange. 

A standard, by definition, is an idea used as a measure, norm or model. Industry standards integrate different approaches to define a common ground. 

During the development of the industry standards, Fannie and Freddie provide a bipartisan approach to developing the standard, which is of great value to MISMO. This distribution of power enables a standardization process that includes checks and balances ? a single large investor does not drive the underlying technology and information representation of the standard. If there are not differing points of view in the future, a single entity will dictate the requirements. If Fannie and Freddie are combined into one organization or eliminated altogether, the bipartisan tenor sounding the development of the standards will change. 

The similar but different systems at Fannie and Freddie have defined and continue to define the requirements for MISMO standards. This includes the definition of mortgage data from origination to secondary investing, the structure and format of electronic mortgage documents and the MERS eRegistry. 

One of the first standards at MISMO was the automated underwriting system (AUS). Fannie's Desktop Underwriter? and Freddie's Loan Prospector? are two independently developed and maintained automated underwriting systems. Both Loan Prospector and Desktop Underwriter operate on the same information and data for loan origination. The MISMO AUS data set defines a common interface to both of these systems. 

The same is true for investor reporting and secondary delivery. The information exchange from origination to secondary investing is standardized for all trading partners in the industry because of the role that Fannie and Freddie played in the development process. 

Fannie and Freddie's involvement does not stop at data definitions; Fannie was at the helm for the development and specification of standardized electronic mortgage documents with the development of the SMART? Document specification. Freddie readily participated in the process, offering a differing view. The result of Fannie and Freddie's evangelism for electronic documents was a standard way to represent electronic Notes (eNotes) for purchase and sale to secondary investors. 

In order to ensure document integrity and ownership, a group of business analysts, technologists and lawyers provided the framework for the MERS eRegistry. MERS developed the eRegistry in an open forum at MISMO meetings with input from the industry. Fannie and Freddie each have developed eMortgage guidelines, which specify the requirements for the creation, execution and retention of electronic documents. Both sets of guidelines rely on the MERS eRegistry. 

The most recent collaboration at MISMO, and furthering of the standard, is due to the Federal Housing Finance Agency (FHFA) directive that Freddie Mac and Fannie Mae develop the Uniform Mortgage Data Program (UMDP). The purpose of the joint development of the UMDP is to improve and increase the accuracy and quality of loan data delivered to Fannie and Freddie. The expectation is that the UMDP will create process efficiencies and reduce risk by strengthening the quality and availability of information. 

UMDP includes the Uniform Loan Delivery Dataset (ULDD) ? a comprehensive definition of the data points required in connection with the delivery of loans to both Fannie and Freddie. In addition to the ULDD, the UMDP includes standardization for appraisal information, the Uniform Appraisal Dataset (UAD), that defines all fields required for an appraisal submission to Fannie or Freddie. 

Consistently structured data is a prerequisite for seamless information exchange. The MISMO standards, which articulate a common set of business terms and definitions, are crucial to the mortgage industry. 

These standards improve the quality and accuracy of the information exchanged between business partners. Fannie, Freddie and MERS have played and continue to play a critical role in this exchange. It's time to look at the wizards behind the curtain. We have reached the end of the yellow brick road. 

Sidebar
In the future, Fannie and Freddie may no longer exist. With the regulatory scrutiny of late, the fate of MERS may be uncertain as well 

AuthorAffiliation
Rachael Sokolowski is senior director of technology strategies and information management services for Treliant Risk Advisors, a financial services firm in Washington, D.C She can be reached at rsokolowski@treliant.com. 
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--Documents to Provide Reduced Costs, Accelerated Loan Processing- - 

ST. CLOUD, Minn., July 26 /PRNewswire/ -- VMP(R) Mortgage Solutions, Inc., a Bankers Systems, Inc. company, announced today the inclusion of standard home equity line of credit (HELOC) forms to its Mortgage Electronic Registration Systems (MERS)-enabled inventory. Created in response to industry demand, VMP's HELOC with MERS documents give mortgage lenders the benefits of high-quality, accurate forms and significant savings, which, according to MERS, can exceed $22 per loan. 

VMP's new offering joins its line of security instruments for conventional and governmental loans and second mortgages that also reflect MERS as the nominee. Created by the real estate finance industry, MERS streamlines the mortgage process by eliminating paper and the need to prepare and record assignments when trading mortgage loans. 

"By offering HELOC security instruments with MERS language, VMP is adding significant value to its highly-respected documents while helping lenders realize the value of eliminating assignments," said Dan McLaughlin, executive vice president and product division manager for MERS. 

Using the MERS(R) System, borrowers name MERS as mortgagee and nominee for the lender on deeds of trust and mortgages that are recorded in county land records. Lenders then register the loans on the MERS System and electronically track changes in servicing and beneficial ownership rights over the life of the loan. 

"VMP is constantly striving to meet lenders' needs and help them streamline their operations," said Norman Tononi, executive director for Bankers Systems' mortgage business unit and VMP Mortgage Solutions. "The inclusion of HELOC forms with MERS is an excellent example of VMP's mission." 

About MERS 

MERS is an electronic loan registry created by the real estate finance industry to eliminate assignments when trading residential and commercial mortgage loans. Fannie Mae, Freddie Mac, VA, FHA, Ginnie Mae, the Federal Home Loan Bank MPF(R), California and New York housing authorities, and all major Wall Street rating agencies have approved MERS. For more information, visit http:// www.mersinc.org . 

About VMP Mortgage Solutions, Inc. 

VMP Mortgage Solutions, Inc., a Bankers Systems, Inc. company, has been providing the mortgage lending industry and government agencies with leading- edge technology and forms solutions for more than 35 years. Bankers Systems and VMP are part Wolters Kluwer's Financial Services business unit. Wolters Kluwer is a leading multinational information services company based in Amsterdam with operations across North America, Europe, and Asia Pacific. For more information about VMP, visit the company's web site at http:// www.vmpmtg.com or call 800.521.7291. 

Bankers Systems, Inc. is a registered trademark of Bankers Systems, Inc. 

VMP is a registered trademark of VMP Mortgage Solutions, Inc. 

All other trademarks are the property of their respective owners. SOURCE Bankers Systems, Inc. 
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Leland C. Brendsel is the chief executive of the Federal Home Loan Mortgage Corp., the McLean-based provider of mortgage loans. He recently sat down with group of Washington Post editors and reporters to discuss his company, the loan business and the impact of the Asian economic crisis on the region. Here is an edited transcript of that conversation. 

What's new at Freddie Mac? And what's on your agenda as a business? 

Since 1970, we have provided financing for over 20 million homes in the United States. That represents about one in six American homes. 

Currently, Freddie Mac is engaged in what I like to say is a transformation of the . . . best housing finance system in the world. Tools of electronic commerce, telecommunications can really transform the way mortgage loans are made. {Freddie Mac and Fannie Mae} are two companies in the same business, we're both privately owned, both chartered by the United States Congress. At the same time, we have different business strategies. I can only speak to Freddie Mac's strategy. Part of our strategy is to use our expertise to provide more services. From observing Fannie Mae's strategy, they seem to be engaged less in that and more in reaching out directly. 

How crucial is politics to your business? How important is it to retain this somewhat peculiar status of government charter and private ownership? 

I think it's undisputed that the United States has the best housing finance system in the world, and I'd also say that I believe it's because of the secondary market -- in particular, the activities of both Freddie Mac and Fannie Mae. And as a critical component of that, because of the type of charter that we have, {I need to say} a couple of words about that charter and how it helps in financing housing. First, we are not guaranteed by the government, our securities aren't guaranteed. In fact, the law says that the United States disavows any guarantee. However, I would also say that investors in Freddie Mac and in our securities have immense confidence in the quality of those securities, in part because we are chartered by the United States government. 

Beyond that, we are able to operate nationwide because we are exempted from certain types of laws that would inhibit {our} ability to buy mortgage loans in various states, various markets throughout the country. Congress in its genius in chartering Freddie Mac really set up a company that enabled us to buy mortgage loans across the nation in a very efficient manner and finance them through issuing large volumes of securities. We are exempt, for example, from SEC registration on our securities. We're not exempt from anti-fraud provisions in the Securities and Exchange Act, but we are exempt from SEC registration. That's very important. If we had to register our securities before we went to market, like Coca-Cola for example, we would have to go to the SEC 40,000 times a year because of the volume of securities that we issue. That just becomes impractical, and would inhibit our ability to raise money in large volumes. 

Are you exempt from local taxes? 

We are not exempt from all local taxes; we are exempt from state and local income taxes, not from property taxes for example. And the reason for that, historically, has been that they wanted to promote efficient gathering of mortgages in various states and jurisdictions across the country. And that exemption has been retained. 

Are falling interest rates good for business or bad? 

It is generally positive for us. The reason why it's positive for us is because it's positive for home buyers, homeowners. . . . In addition, during a period of refinancing activity, more people switch out of adjustable- rate mortgages into fixed-rate mortgages to lock in these lower payments. Fixed-rate mortgages tend to be sold into the secondary market because we are one of the few that can finance and manage the risk of a fixed-rate mortgage loan, whereas adjustable-rate mortgages tend to be held in the portfolios of banks and thrifts. So we gain share of business during a period of high refinancing activity. 

Are your profits going down? 

No, our profits will continue to grow. They'll probably grow a little bit faster than they otherwise would have this year. 

So if rates are rising then your profits are squeezed? 

Growth may slow some. A little bit. We're talking about incremental differences. For example, in a year like this our growth in earnings may be 1 or 2 percentage points higher. 

We make profit or make earnings grow when interest rates fall primarily because we're picking up some market in business. So it's a somewhat faster rate of growth in our mortgage portfolio. 

A year ago Rep. Jim Leach was on your back over your purchase of corporate bonds, saying that it amounted to arbitrage where you were using your special status to get low interest rate borrowing and going out and buying corporate bonds. Have you changed any of your nonmortgage investment activity as a result of the investigation? 

No, I think an important point here, and this is the point that I made when I communicated with Congressman Leach, is that our nonmortgage investments are a small but essential part of our primary mission of financing mortgages in this nation. They're used for cash management purposes. I think any other business, even The Washington Post, has some of their cash that they hold in a variety of liquid securities. 

We don't have a government charter that allows us to borrow money at lower rates. 

With regard to the general comment about other businesses, again, in order to manage the cash flow, for example, of mortgage payments coming in, ultimately you hold that cash flow for awhile before you pay it out to investors. You have to hold that cash someplace. What do you hold it in? Treasuries would be one. Why should it be treasuries versus corporate securities that yield a higher return? Ultimately that higher return reduces your costs in the company and that results in greater ability to serve the mortgage market more efficiently. 

What is to keep Coca-Cola from defending extraordinary profits by saying, "But this serves the interests of cola drinkers"? That's part of the mystery here. Stockholders of Fannie Mae have just done so fantastically well out of this arrangement. Home buyers are then invoked as the real reason for it, but there's obviously continuing skepticism. 

I think you point out a major difference between us and Coca-Cola. We are chartered for the purpose of benefiting the nation's home buyers. So anything that we do has to be linked back to that. Now, we were chartered to do so by using private capital, both in the form of capital that is invested in our mortgage securities and debt securities as well as private shareholders' capital that is used to provide kind of a foundation. 

With no regulation attached to it? 

To the contrary, we have quite a bit of regulation. 

Does it limit the profit that the company can make? 

No, but it sets the direction for our activities. 

To tie that back to the prior comment, we have certain goals established by the Department of Housing and Urban Development for the share of our purchases that must be for low- and moderate-income housing mortgages, financing low- and moderate-income home buyers. For example, 42 percent of our purchases must be to low-income, minority home buyers. 

One important thing is that developing our new technologies to improve the way mortgage loans are underwritten has a major, major benefit to low- and moderate-income home buyers, lower rates as well as lower closing costs mortgage loans. 

Can you take us through an example of that? 

Sure. In terms of closing costs, typically a lender sets closing costs based in part on the cost of originating and underwriting and processing that mortgage loan. By using new technology, the underwriting decision itself can be made faster, simpler and cheaper by using electronic counters to speed the processing time associated with it. We've seen already that from lenders actually using our system -- and over 600 lenders are using our system -- that average closing costs can be reduced. We've already seen it lowered by about $500. Ultimately, what that's going to mean is that the closing costs to the consumer to borrow are going to be reduced by that amount as well. That's one. 

Secondly, in terms of mortgage rates, I think that as we move into parts of the market that have not been served by Freddie Mac, the so-called sub-prime market for example the A minus loans, we will be able to finance a mortgage loan in that part of the market at much lower rates than are currently being charged. 

And why is that? 

First of all, today major mortgage lenders generally do not serve that part of the market. Some of them are just starting to get into it and they're getting into it because we are getting into it. It's a noncompetitive part of the market. It's served by a number of finance companies -- I don't know why they charge the rates that they do. 

Because they can get them. 

But the way to change that is to increase the competition in that part of the market among lenders by enabling more lenders to serve that part of the market. 

One of the things we found when we conducted an extensive database survey of mortgage lending in this area is that there were significant differences in how racial groups were served. Have you seen a change in that? 

I think there are more mainstream lenders that are trying to do more for minorities who have not been traditionally as well-served. 

An important point here is that the nontraditional part of the market is disproportionately composed of minorities. 

Talk a little bit about your desire and the requirement to serve more of these markets. How does the system of scoring of loans {where applicants are given a score based on debt obligations} jell with serving underserved, nontraditional groups? 

To the contrary, I think it's easier to serve those groups. And if you think about the traditional housing finance system and the traditional way the mortgage loans were originated and underwritten, you had thousands of underwriters across the country making individual decisions about a borrower and their application. 

The automated system is capable of making far more complex underwriting decisions, trade-offs, analysis . . . about the mortgage applicant than a typical human underwriter is trained to do. 

You talked a lot about automation. Give us a sense of where you are with the Year 2000 problem. 

We plan to be ready by the end of this year. We started on this a few years ago now. It is the company's No. 1 priority among all the business initiatives of the company. We began by looking at our own systems first and then, secondly, turned our attention to all of our business partners, lenders that sell us mortgage loans and service those loans for us. 

How much of your time do you spend on this issue? 

Year 2000? It has been quite a bit of time in the last 12 or 18 months to ensure that it has the top priority. I think for some companies it's hard to get excited over the year 2000. You can do a transaction or you could develop a new product or you could work on fixing your system for the year 2000. Well, many people would probably rather do the former than the latter and so one of my roles is to make certain that the Year 2000 project continues. 

How do you assess risk in the global market? Start by looking at what is likely to happen in Asia over the next three to five years and what the consequences would be for U.S. capital markets and asset values. 

I think it is starting overseas. I think that it is hard to anticipate the magnitude of the problems that will exist in some of the economies because the solution, in part, depends on the willingness of those governments to engage in the right policies. And in part that is a political decision and fraught with the kind of uncertainty related to that. Having said that, I believe that at least the major economies -- Japan for example -- will in general muddle through in a way that it will not pose a threat of deflation in terms of real estate values. 

I think that the impact of the Asian situation, at least for those parts of the economy that we're interested in, is mixed. But in general it's slightly, slightly positive, and I'd say that for the following reasons. First of all, regarding interest rates, the Asian situation took what would probably have been an overheating economy and set it back some, so rather than being three percent plus growth in GNP it is more like two or two and one-half percent growth. It took some of the edge off, so instead of what would have been rising mortgage rates, flat to rising, we have seen a decrease. 

Secondly, with regard to real estate values, it will cut a little bit off that rate of increase in home prices, but nationally they will still be positive and above 3 percent. There will be problems in local markets -- for example in an economy like Washington's, which is more heavily dependent on exports as well as investments from the Asian markets. But in general we think that we are going to be relatively unaffected by the Asian situation. 
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Lean on MERS: Dan McLaughlin details the evolution of MERS and how it's going to tackle even more pressing industry issues.
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The Mortgage Electronic Registration Systems or MERS was formed to help the mortgage industry move into an electronic world. According to its website, MERS says its mission is "to streamline the mortgage process by using electronic commerce to eliminate paper. [MERS'] mission is to register every mortgage loan in the United States on the MERS System." Dan McLaughlin, EVP and product division manager for MERS, talked candidly with our editor Tony Garritano about how MERS is now going beyond its initial role to solve even more industry problems. 

MORTGAGE TECHNOLOGY: How would you define the role of MERS today and how do you see that evolving over time? 

DAN MCLAUGHLIN: The industry created MERS to solve problems that technology in and of itself, or an individual company or vendor for that matter, could not solve on their own. In other words, you had a structural problem in the mortgage industry that required a collaborative approach, and that's where MERS comes in to play. 

The original example being you couldn't make assignments go away by applying technology to it. Fannie Mae by itself couldn't wave a wand and say, "Assignments can go away." 

It took the entire industry working collaboratively to come up with a business process change that allowed assignments to no longer be needed. That business presence made a change in the uniform security instrument, which Fannie and Freddie control to allow MERS to be the mortgagee, rather than having the original lender be the mortgagee only to go back and record assignments. 

The idea that you have to create this independent entity that is owned by everybody and that doesn't disadvantage one trading partner over another, that's what gives MERS its distinction as an industry tool. One of the key points about MERS is we do not compete against anybody. 

We are a platform that our members use to solve problems. The primary mission of MERS is to register every loan in the United States. 

Our vision, or what we are trying to achieve with our members, is to move the mortgage process from a primarily paper based process to one that is totally electronic. Eliminate all the paper. 

MORTGAGE TECHNOLOGY: Beyond just being a registry, MERS is now becoming involved in fraud detection. How can MERS combat fraud? 

DAN MCLAUGHLIN: There are fraud vendors out there who provide many different forms of fraud detection and analysis prevention, but none of them by themselves can fundamentally eliminate the potential for fraud because they don't have 100% market share. You really need 100% of the existing loans and new loans in a lender's pipeline to prevent fraud from happening. MERS provides an opportunity for the industry to come together, collaborate and really prevent fraud from happening in the first place. 

That's an area in the future that MERS is intending to play a major role. We will provide the platform for the rest of the industry to collaborate. We don't compete against the vendors in the fraud business. 

We are actually enabling them so they are able to plug into the MERS infrastructure to provide their unique business value that their customers rely on. 

MORTGAGE TECHNOLOGY: Creating this fraud database has been talked about for some time. What's the timeframe for delivery? 

DAN MCLAUGHLIN: We are planning on having the initial platform available in the November time period. Developing the technology and rolling out a system is one part of what we're doing here. 

The second part, the much more difficult one, is going out and selling the value of it. So, there's going to be an extended period of time where we go out, trading partner by trading partner, and talk to them about the benefits of using this collaborative platform. 

It's a lot of education. It's a lot of dispelling misinformation that people might have about what we are doing, and then getting trading partners together and convincing them that this is the best way to solve their fraud problem. It's going to take time. 

It's not going to happen overnight. 

MORTGAGE TECHNOLOGY: Have you gotten buy-in from the fraud detection vendors to plug into this platform? 

DAN MCLAUGHLIN: Yes. Keep in mind, the way we positioned this is such that we are not competing against them. We're providing them an opportunity to participate. 

That approach should help us considerably. We're not viewed as a threat. A good analogy to this is when we rolled out MERS eDelivery. There were initially some people who misunderstood what we were trying to do. 

Eventually, the document management vendors realized all we're doing is providing a very cost-effective, standardized, based on MISMO, way of delivering documents from one trading partner to another. We weren't in the document management business. 

If you have this common infrastructure that everyone can plug into and everybody can use, then all of a sudden their market becomes much bigger because it's much easier for them to sell their services to their customers, because they only have to plug into one thing. 

For example, VirPack provides a lot of value in the way that they manage individual electronic documents and now that value is enhanced because their customer can take a VirPack, plug it into MERS eDelivery, and send it to anybody in the industry who is snapped into MERS eDelivery, which in the case of electronic notes, is everybody. 

MORTGAGE TECHNOLOGY: Moving beyond the problem of fraud detection, MERS also worked with Flagstar to solve the warehouse crisis. How did that happen? 

DAN MCLAUGHLIN: There's really two parts to that story. One element includes a legal aspect and the other is a technical aspect. The legal aspect is there is a traditional problem that warehouse lenders and investors have always encountered and that is, 'Who goes first?' In other words, warehouse lenders are going to transfer control of an electronic note under the direction of their borrower to the end investor. How are they going to be sure they get paid prior to releasing control of the electronic note? The only way to ultimately solve that is a true payment vs. just a delivery system. 

Until the mortgage industry evolves to a true payment vs. delivery environment, which I think by the way is inevitable, we have provided an electronic A to B system rule, which says that the warehouse lender controls the transfer of the e-note. That solution is available for the warehouse lending community to use today. 

Second, we had the technical aspect where the lender can expose their e-mortgage platform to those that don't have the technology so they could accept e-notes as a warehouse lender. 

MORTGAGE TECHNOLOGY: Can this solve the warehouse crisis? How has adoption been going? 

DAN MCLAUGHLIN: Flagstar is really ramping up their business. We would expect to start seeing these transactions a lot once the liquidity crisis is resolved in the warehouse lending community, whenever that may be. We would expect to start to see these transactions start to happen very frequently, in fact. 

But right now, especially in light of Colonial Bank, warehouse lending is still virtually nonexistent. 

MORTGAGE TECHNOLOGY: MERS recently took over as the management company for MISMO. How is that going? 

DAN MCLAUGHLIN: MBA approached MERS to outsource managing MISMO given the financial difficulties they and everyone else is having now. 

We have the capability to do that. We wanted to make sure MISMO remained strong, and remained independent. 

We wanted to make sure that the intellectual property remained with MISMO and with the Mortgage Bankers Association and with the subscribers of MISMO. 

We agreed to step in and provide the daily management functions under those conditions. 

So far, so good. The transition is virtually complete. 

The first trimester that we held was very successful and we're looking forward to the next one. 

MORTGAGE TECHNOLOGY: On a high level, what came out of that first trimester meeting that lenders need to know about? 

DAN MCLAUGHLIN: This was an unusual trimester. The focus was completely on the Version 3.0 upgrade. The idea behind this trimester was to have the work groups convene to make sure they have provided all the feedback to the MISMO organization that was relevant to them being able to operate their transactions under Version 3.0. 

The focus again was to make sure that we had heard from everybody to make sure that MISMO as an organization had all of the feedback from all of the workgroups, all of the vendors, all of the mortgage companies who had either implemented previous versions of MISMO or intend to implement Version 3.0. That was very successful. 

MORTGAGE TECHNOLOGY: How do you see the standards evolving over time? 

DAN MCLAUGHLIN: There's often a misunderstanding or misnomer about standards. There are those who think there should always only be one standard or one version of the standard. That's just not the real world. These things have to be driven by business interests. 

Unless standards are solving a business problem, they are just esoteric exercises that are put on somebody's shelf. So, what I see going forward are the MISMO Version 2 standards that have been implemented that are working just fine, those will continue to be used. 

A good example of that might be mortgage insurance where you've got a monolined transaction that's developed. The request for mortgage insurance is developed under Version 2. It's widely implemented and it's working great. 

On the other hand, Version 3 has advantages to multi-servicers where you have one vendor who is ordering credit and appraisal and all kinds of things. 

MORTGAGE TECHNOLOGY: Does the fact that the MBA still hasn't hired a technology person to be the liaison between the MBA and MERS make a difference to the future of MISMO or the ability of MERS to affectively manage the standards organization? 

DAN MCLAUGHLIN: No, because we have relationships right now with existing MBA staff members who have those responsibilities. They have a weekly conference call where the project plan is gone over. We're in close contact with the MBA. 

I don't think we're being hindered by that specific position not being identified. Where that position is going to be important to the MBA is on broader technology initiatives that the MBA might want to take on. 

For instance, I was that person when the MBA engaged Fannie, Freddie and Ginnie and the rest of the industry to develop MERS. 

So, without that position within the MBA the next thing that comes along that requires the MBA's attention to coordinate something big around technology, that might be problematic. In terms of MISMO and daily operations between MERS and MBA, it's not an issue. 

MORTGAGE TECHNOLOGY: What about MERS as a vehicle in the property preservation arena? 

DAN MCLAUGHLIN: What happened is there's a committee at the MBA to deal with the problem of vacant property and how to deal with vacant property registry. 

Because of the vast number of foreclosures that have been occurring, individual constituencies in cities, states and municipalities are coming up with requirements for servicers, where they would like the servicer to register the fact that they have a property on a registry that is in this condition. This became such a problem that the MBA was trying to help solve it. 

I was asked, "Do you think MERS could play a role here?" What we did was we said, we are going to add fields to the MERS system that identifies the person, the individual, their telephone number of the company they work for, who is responsible for maintaining a vacant property associated with that loan on MERS, etc. 

MORTGAGE TECHNOLOGY: How would you define MERS' relationship with ASF? Will the MIN be rendered obsolete by ASF? 

DAN MCLAUGHLIN: This is a very timely topic. Due to the announcement that Fannie Mae is gong to build out their new loan delivery system using MISMO Version 3.0, we have used that as an impetus for establishing an existing workgroup in MISMO around the secondary market. 

That workgroup is the appropriate place we feel to invite all secondary market interests, ASF, the rating agencies, private investors, invite them all along with Fannie and Freddie and Ginnie, to the table and discuss how to build a super set of all data requirements, using MISMO Version 3.0. 

In the reface model, there's over 4,000 independent and unique data elements that MISMO has identified. Those data elements are all now in a common reference model in Version 3.0. 

The idea is to take every investor's requirements, because they're all going to be different, and map those all out with all the elements that are in MISMO's reference model. If there's a missing data element, we define it, and put it in the reference model. 

Then when people start to build out their individual delivery system requirements, rather than have them build proprietary interfaces to a proprietary delivery system, they can simply go to MISMO, pick out the particular data elements that are need for that investor, plug it in to MERS, request a response and they're done. It's a very efficient, very collaborative, very productive way to get transparency, accountability, the ability to have consistent data from the origination of the mortgage, to sale in the secondary market, etc. 

This method goes all the way into the foreclosure process, as well. This is the way out of the current crisis. The only way we are going to get back to profitability as an industry is by eliminating paper. 

MORTGAGE TECHNOLOGY: What advice can you share with lenders looking to see an end to the mortgage crisis? 

DAN MCLAUGHLIN: When you have a crisis like we are in now everybody has to stop doing what they are doing and think about doing things differently. 

The silver lining of the crisis is that it is forcing everybody to stop just processing applications with paper and really sit down and re-look at the way they are doing business and redesign their approach without being hindered by paper. 

This is an opportunity for the industry to self regulate itself. No. 2, the margins are so thin right now that the only way where you can be profitable is by doing business electronically. If by going electronic you can get another four to five basis points per loan, that makes that product a much more attractive product. 

The third reason I think moving from paper to electronic is important is because I think the consumer of the future is going to demand it. Those borrowers out there who are in their late 20s and 30s want to buy a home. Think about it though, they have done everything electronically their entire life. They want business to accommodate them, at their place, at their convenience. I think it's going to be a must to go electronic. 

If you are a lender who doesn't believe the consumer wants the convenience of doing electronic mortgage lending, I don't think you will have much of a future in this business going forward. 

SPOTLIGHT ON DAN MCLAUGHLIN 

Dan McLaughlin serves as executive vice president and product division manager for MERS. 

Mr. McLaughlin was the architect of the MERS System and designed the business processes and procedures under which MERS operates. He has been redesigning business processes and integrating new technologies in the mortgage banking industry for more than 19 years. 

(Copyright c 2009 SourceMedia, Inc. All Rights Reserved.)
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After much wrangling within MISMO over exactly what role both Intelligent and static PDF should play within the electronic mortgage process, the Mortgage Electronic Registry System has gone ahead and drafted guidance on how to e-sign PDFs in a manner that MERS will accept them as binding e-notes. 

"The area of the e-note is something that is starting to flower," pointed out R.K. Arnold, president and CEO at MERS. "One of the requirements when e-notes were first approved by MISMO was that they use SMART Doc. After listening to sources, we decided that PDF is another viable standard. 

"Really this decision is nothing radical. We are just saying that we'll accept PDF and let the notes get approved by MISMO and other parties as they see fit. The question we were getting was is the MERS system ready to accept PDF? The answer is yes. All this means is that our technology is in place to go this route if a lender wants to use it. We're ready when the industry is." 

Specifically, MERS has released a draft version of PDF guidelines for the registration of e-notes on the MERS eRegistry. The document is available on the MERS website (www.mersinc.org) for interested parties to download. 

This document provides implementation guidance for registration of electronically signed PDF documents on the MERS eRegistry, including legal summary for e-note PDF format, guidance on how to register e-note PDFs with the MERS eRegistry, a sample e-note PDF template that includes e-signatures and a tamper-evident seal, and a sample open PDF code required for MERS eRegistry functions. 

In contrast, several sources that regularly attend MISMO trimester meetings that wish not to be named have indicated to this publication that Countrywide tried to prompt MISMO to similarly endorse PDF last year, but MISMO has been reluctant to go as far as MERS has. The standards body has refused to endorse any one vendor as part of its open industry standard, but did publish guidance on how static PDFs can be e-signed if a lender chooses to do so. The document detailing MISMO's set of best practices when electronically signing PDFs is available on the organization's website (www.mismo.org). 

Countrywide was asked to comment both on its strategy for using PDF as part of its own e-mortgage strategy and to react to the current MERS decision to accept signed PDFs but did not respond by press time. MISMO however did want to make the distinction between its policy on PDF vs. the policy outlined by MERS. 

"The MERS eRegistry has always had the technical ability to register any file format, not just SMART Doc e-notes," said Harry Gardner senior director, industry technology at the Mortgage Bankers Association. "The new MERS guidance for registering a PDF e-note is just another formalization of that capability. The legal foundation for the e-mortgage process is provided by ESIGN and UETA, which have always been technology-neutral. 

"To our knowledge, investors are currently accepting only SMART Doc e-notes, but at some point in the future they could make the business decision to add PDF e-notes to their capability. Recognizing this reality, the recent MISMO e-signed PDF guidelines provide more information on creating standardized e-signed PDF documents - including but not limited to e-notes - that will be legally viable and archivable." 

Existing e-mortgage pioneers like Navy Federal Credit Union don't plan to switch their existing processes from using a Category One SMART Doc to a PDF even if investors embrace PDF at some time in the future, but do regard this development as a positive for the mortgage industry. "I think its great news that MERS will accept electronically signed PDF documents," noted Molly McCormack Steele, associate vice president, projects and compliance in the lending department at Navy Federal. "This will allow financial institutions that may not have had access to a SMART Document library the ability to enter the e-mortgage arena. Its also a promising sign of progress and acceptance." 

Another lender currently embarking on an e-mortgage strategy that is expected to be launched this year did not want to be mentioned by name, but did want to express a mixed opinion about the MERS decision. "It's good for the industry because PDF is easier to implement. A lot of lenders will look to this and move in this direction faster," he said. 

"But to not mention it to the investors and others is like dropping a bomb on the industry. It was a shock for MERS to address this as a mere bullet point at the last MISMO meeting without first talking with MISMO and Fannie and Freddie. It's a good possibility that they were pushed by Countrywide to move in this direction. Eventually Fannie and Freddie will be forced to accept PDF as a result because they can't turn away the Countrywide transactions. 

"Because we deal with multiple investors we may have to do both Category One SMART Docs and signed PDFs. We use Countrywide and Wall Street as our investors so we're in flux right now," he told NMN. "We'll have to see how it works. Because of this move you'll certainly see more interest in PDF, but it might not lead to adoption. There are concerns about the data element of a PDF because it's just an image with signatures, but there's no way to extract the rate or the property address, etc., for example, which limits it's feasibility as a substitute for the Category One SMART Doc in my opinion." 

Mark Oliphant, Fannie Mae's director, single-family mortgage business mortgage initiatives, who leads the GSE's paperless mortgage initiatives, told our sister publication Mortgage Technology that while Fannie doesn't accept PDFs now, "we are looking at PDF." 

Dan McLaughlin, executive vice president and product division manager, stressed, "MERS is agnostic on the file format used to originate e-notes. What's important to us is the note refers back to us as the operator and that it results in an enforceable promissory note. It's not for MERS to dictate the file format, that's an investor requirement. If our investors want to use PDF we just want to publish guidance telling them how they can do that within MERS. 

"We simply want to pass guidance on how the PDF is signed so we can accept it. We've never said we'd support one format or another. I think it is important that MISMO take responsibility for embracing PDF. Both standards - Category One SMART Doc and PDF - will co- exist. Lenders and their trading partners will make decisions on file formats. I don't see them in competition. They'll exist side- by-side and for different business purposes." (c) 2007 National Mortgage News and SourceMedia, Inc. All Rights Reserved. http:// www.nationalmortgagenews.com http://www.sourcemedia.com @ 

(Copyright c 2007 Thomson Media. All Rights Reserved.)
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photo, Dan Mclaughlin 

You won't see a MERS booth on the exhibit hall floor at this year's Mortgage Bankers of America technology show, but you will see some of their executives. The company says it will be on hand for the show and is looking forward to talking to other mortgage industry participants and, potentially, taking part in an important industry development. 

According to Dan McLaughlin, executive vice president of the product division for MERS, Vienna, Va., this could be a very exciting technology conference for his firm. He anticipates that this might be the opportunity the MBA takes to announce its guidelines for an electronic mortgage registry, an industry utility that would keep track of each electronic note originated by lenders going forward. If that happens, Mr. McLaughlin says MERS is ready to step forward and take on that responsibility. 

"First, we're the only real utility in the mortgage industry," he said. "The fact that we're owned by industry participants, including Fannie and Freddie and others, is one reason we're suited for this." 

But beyond that, Mr. McLaughlin says that MERS' experience serving as a registry for servicing assets means they have proven they can do the job. 

MERS is an electronic loan registry created by the real estate finance industry to eliminate assignments when trading mortgage loans. Borrowers name MERS as mortgagee and nominee for the lender on deeds of trust and mortgages that are recorded in the county land records. Lenders then register the loans on the MERS system and electronically track changes in servicing and beneficial ownership rights over the life of the loan. 

Loans registered with MERS are inoculated against future assignments because MERS remains the mortgagee of record no matter how often servicing is traded between MERS members. Fannie Mae, Freddie Mac, VA, FHA, Ginnie Mae, the Federal Home Loan Bank MPF, California and New York housing authorities, and all major Wall Street rating agencies have approved MERS. 

But he pointed out that there was no guarantee that the MBA would be ready to make such an announcement at this year's event. MERS anticipates that the trade group will eventually release its guidelines and recommendations. The firm will be ready to move as soon as that happens. 

While MERS often hosts a convention suite for its members and prospective members at the MBA's national convention and national secondary market convention, the company does not do that at the technology show. Instead, Mr. McLaughlin and his team will be moving about the exhibit hall floor, talking to technology firms about integrating MERS into their processes. 

Recently, the company announced that International Document Services of Salt Lake City has joined its family of document providers offering services to MERS 1-2-3 users. Correspondents and brokers, in the process of using MERS 1-2-3, can now select IDS as their document provider of choice to generate "MERS as Original Mortgagee" (MOM) documents and valid assignments to MERS. 

MERS 1-2-3 allows members and nonmembers alike to generate complete closing packages and to create valid assignments to MERS for loans that do not designate MERS as the "original mortgagee." Developed in 2002, it was created to help MERS members more rapidly convert correspondents and brokers into MERS-ready trading partners. 

"The addition of IDS as a MERS document provider will be a great benefit to MERS 1-2-3 users, giving them more options in their selection process," said Mr. McLaughlin. "MERS is very happy to work with IDS in providing this service to both IDS and MERS customers." 

Copyright 2003 Thomson Media Inc. All Rights Reserved. @ 

(Copyright c 2003 Thomson Media. All Rights Reserved.)
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March 27--Ryan and Jaclyn Graft just got a mortgage the old-fashioned way: They closed on it at a community bank, which will hold the loan until the Greensburg couple pays it off. 

"Standard Bank wasn't like a big bank, where you're just a number," said Ryan Grant, 29, who obtained a 2 1/2-year second mortgage from Standard Bank on March 14. 

The majority of home mortgages, however, get done a newer way: They're originated, sold to other lenders and split into mortgage-backed securities, where homeowners' payments are divided between the investors who bought them. 

That securitization process leaves some borrowers wondering who owns their mortgages. The issue is important to people selling or refinancing a home. But it's especially vexing to those trying to modify a troubled mortgage or stave off foreclosure because the mortgage owner or its agent will determine whether the borrower loses his house. 

"It used to be you got a mortgage from your local savings and loan, and they kept that loan on its books," said Steve Emery, Pittsburgh office manager for Chicago Title & Trust. 

In the mid-1980s, more mortgages started getting written by brokers and sold to lenders. They, in turn, sold them to other lenders. Emery said each time that happened, the lender would file documents at the county courthouse stating the mortgage had been reassigned. 

Under mortgage securitization, which took hold in the mid-1990s, a bank might sell 1,000 loans to Fannie Mae, for instance. But making 1,000 courthouse filings and paying a recording fee each time "got to be very burdensome," said Emery. The fee in Allegheny County, for instance, is $63.50. 

That's how and why MERS was born. Short for: Mortgage Electronic Registration Systems Inc., the company was created by the banking industry to centralize and economize the filing work. 

"If you didn't have MERS, you'd have to invent it because the volume and velocity (of transactions) exceeded the human ability to do these recordings," said Kurt Pfotenhauer, CEO of the American Land Title Association in Washington, D.C., one of the 23 mortgage giants that co-founded the electronic system. 

In Allegheny County, for instance, more than one in four mortgages recorded at the real estate department in 2010 was done electronically by MERS, based in Reston, Va. 

"MERS only benefits businesses, not the general public," said Valerie McDonald Roberts, manager of the county's real estate department. 

"It makes it easier for lenders to buy and sell (mortgage loan) portfolios," but makes it less evident who owns the mortgage, said McDonald Roberts, whose office sometimes hears from residents seeking help in determining who holds their mortgages. 

"MERS was created so lending institutions didn't have to pay all the filing fees," said Dan Sullivan, mortgage foreclosure specialist for ACTION-Housing Inc., Downtown, which helps people fight foreclosures. 

"It's part of the larger problem where servicers and investors are trying to do everything as quickly as possible without a lot of costs," he said. 

When mortgages get securitized, they are assigned to a trust, which becomes the owner of the mortgages pooled into that trust, said Ken Yarsky, a real estate attorney Downtown. 

The trust describes the mortgage securities and terms, such as the interest, or "coupon," rate the many investors will be paid from homeowners' payments. They bear long and unfamiliar names such as Homestar Mortgage Acceptance Corp., Asset-backed Pass-through Certificates Series 2004-6, said another local attorney. 

"These trusts represent tens of millions of dollars (in mortgages), and they are held by thousands of investors," said Michael Malakoff, a Downtown attorney who represents homeowners fighting foreclosures. 

Big banks usually serve as the trustees, which -- like home lenders themselves -- can initiate foreclosures, said Malakoff. But the owners of these trust securities are "just passive investors," he said. "The loan servicers are the ones who usually run the show." 

Loan servicers, the companies that receive mortgage payments and distribute the money to investors and tax authorities, often initiate foreclosures. Banks that originate a mortgage sometimes sell the loan but keep the servicing business and draw a fee for doing so. 

"Being a small community bank, we see our customers every day and don't want to see them get into a situation where they couldn't keep their house," said Tim Zimmerman, president of Standard Bank, Murrysville. It usually sells its 30-year mortgages to be securitized but keeps the servicing. 

"So customers continue to deal with us," said Zimmerman. "They send their payments to us, and anything that comes up with taxes or delinquencies, they deal with us." 

In 2010, the Allegheny County Department of Real Estate recorded about 47,000 home mortgages, both primary and secondary, said Deputy Manager Jim Uziel. Of those mortgages, 12,351 listed MERS as the nominee, or agent, for the lender. 

That means when any of those 12,351 mortgages are sold, the lender does not have to file documents with the county indicating mortgages were assigned to another bank or investors in a trust. Allegheny County charges lenders $63.50 per such filing. So the MERS system potentially cost the county $784,288 or more, assuming all 12,351 mortgages changed hands at least once. 

MERS employs 55 people in six offices in five states, including more than 40 workers at its Reston headquarters, according to the company's website. Thirteen people work in the legal department. 

More than 3,000 lenders have registered more than 65 million home mortgage loans with MERS since it began operations in 1997, the company states. It was founded by 23 mortgage giants, including Bank of America, Fannie Mae, Freddie Mac and Wells Fargo. 

When a lender/member of MERS originates a mortgage, the MERS name goes on the mortgage filed at a courthouse because it is acting as the nominee, or agent, for the lender. So if the mortgage gets sold, one would contact MERS for the name of the new owner. 

MERS became a lightning rod in the recent foreclosure crisis because lenders and trusts sometimes file foreclosure complaints in its name, said Malakoff, even though MERS technically did not own the mortgage. 

Whether a nominee for a lender may legally bring a foreclosure complaint has been tested many times in the courts in the past couple of years, although not in Pennsylvania, say local attorneys. 

Different state and federal courts from Massachusetts to California have ruled both for and against MERS. The controversy was apparently enough to push the corporation to stop initiating foreclosures on Feb. 16. 

"We have divested ourselves of the foreclosure proceeding," said Karmela LeJarde, spokeswoman for MERS. 

That means lenders/members must assign the mortgage back in their own names to bring a foreclosure complaint. 

LeJarde could not say how many foreclosures in Pennsylvania have been brought in MERS' name. 

Credit: The Pittsburgh Tribune-Review 

To see more of The Pittsburgh Tribune-Review or to subscribe to the newspaper, go to http://www.pittsburghlive.com/x/pittsburghtrib/. Copyright (c) 2011, The Pittsburgh Tribune-Review Distributed by McClatchy-Tribune Information Services. For more information about the content services offered by McClatchy-Tribune Information Services (MCT), visit www.mctinfoservices.com.
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WITH the mortgage bust approaching Year Three, it is increasingly up to the nation's courts to examine the dubious practices that guided the mania. A ruling that the Kansas Supreme Court issued last month has done precisely that, and it has significant implications for both the mortgage industry and troubled borrowers. 

The opinion spotlights a crucial but obscure cog in the nation's lending machinery: a privately owned loan tracking service known as the Mortgage Electronic Registration System. This registry, created in 1997 to improve profits and efficiency among lenders, eliminates the need to record changes in property ownership in local land records. 

Dotting i's and crossing t's can be a costly bore, of course. And eliminating the need to record mortgage assignments helped keep the lending machine humming during the boom. 

Now, however, this clever setup is coming under fire. Legal experts say the fact that the most recent assault comes out of Kansas, a state not known for radical jurists, makes the ruling even more meaningful. 

Here's some background: For centuries, when a property changed hands, the transaction was submitted to county clerks who recorded it and filed it away. These records ensured that the history of a property's ownership was complete and that the priority of multiple liens placed on the property -- a mortgage and a home equity loan, for example -- was accurate. 

During the mortgage lending spree, however, home loans changed hands constantly. Those that ended up packaged inside of mortgage pools, for instance, were often involved in a dizzying series of transactions. 

To avoid the costs and complexity of tracking all these exchanges, Fannie Mae, Freddie Mac and the mortgage industry set up MERS to record loan assignments electronically. This company didn't own the mortgages it registered, but it was listed in public records either as a nominee for the actual owner of the note or as the original mortgage holder. 

Cost savings to members who joined the registry were meaningful. In 2007, the organization calculated that it had saved the industry $1 billion during the previous decade. Some 60 million loans are registered in the name of MERS. 

As long as real estate prices rose, this system ran smoothly. When that trajectory stopped, however, foreclosures brought against delinquent borrowers began flooding the nation's courts. MERS filed many of them. 

"MERS is basically an electronic phone book for mortgages," said Kevin Byers, an expert on mortgage securities and a principal at Parkside Associates, a consulting firm in Atlanta. "To call this electronic registry a creditor in foreclosure and bankruptcy actions is legal pretzel logic, nothing more than an artifice constructed to save time, money and paperwork." 

The system also led to confusion. When MERS was involved, borrowers who hoped to work out their loans couldn't identify who they should turn to. 

As cases filed by MERS grew, lawyers representing troubled borrowers began questioning how an electronic registry with no ownership claims had the right to evict people. April Charney, a consumer lawyer at Jacksonville Area Legal Aid in Florida, was among the first to argue that MERS, which didn't own the note or the mortgage, could not move against a borrower. 

Initially, judges rejected those arguments and allowed MERS foreclosures to proceed. Recently, however, MERS has begun losing some cases, and the Kansas ruling is a pivotal loss, experts say. 

While the matter before the Kansas Supreme Court didn't involve an action that MERS took against a borrower, the registry's legal standing is still central to the ruling. 

The case involved a borrower named Boyd A. Kesler, who had taken out two mortgages from two different lenders on a property in Ford County, Kan. The first mortgage, for $50,000, was underwritten in 2004 by Landmark National Bank; the second, for $93,100, was issued by the Millennia Mortgage Corporation in 2005, but registered in MERS's name. It seems to have been transferred to Sovereign Bank, but Ford County records show no such assignment. 

In April 2006, Mr. Kesler filed for bankruptcy. That July, Landmark National Bank foreclosed. It did not notify either MERS or Sovereign of the proceedings, and in October, the court overseeing the matter ordered the property sold. It fetched $87,000 and Landmark received what it was owed. Mr. Kesler kept the rest; Sovereign received nothing. 

Days later, Sovereign asked the court to rescind the sale, arguing that it had an interest in the property and should have received some of the proceeds. It told the court that it hadn't been alerted to the deal because its nominee, MERS, wasn't named in the proceedings. 

The court was unsympathetic. In January 2007, it found that Sovereign's failure to register its interest with the county clerk barred it from asserting rights to the mortgage after the judgment had been entered. The court also said that even though MERS was named as mortgagee on the second loan, it didn't have an interest in the underlying property. 

By letting the sale stand and by rejecting Sovereign's argument, the lower court, in essence, rejected MERS's business model. 

Although the Kansas court's ruling applies only to cases in its jurisdiction, foreclosure experts said it could encourage judges elsewhere to question MERS's standing in their cases. 

"It's as if there is this massive edifice of pretense with respect to how mortgage loans have been recorded all across the country and that edifice is creaking and groaning," said Christopher L. Peterson, a law professor at the University of Utah. "If courts are willing to say MERS doesn't have any ownership interest in mortgage loans, that may eventually call into question the priority of liens recorded in MERS's name, and there are millions and millions of them." 

In other words, banks holding second mortgages could find themselves in the same pair of unlucky shoes that Sovereign found itself wearing in Kansas. 

Asked about the ruling, Karmela Lejarde, a spokeswoman for MERS, contested the court's reasoning. 

"We believe the Kansas Supreme Court used an erroneous standard of review; this is not the end of the judicial process," she said. "The mortgages on which MERS is the mortgagee will remain binding contracts." 

BUT Patrick A. Randolph, a law professor at the University of Missouri, Kansas City, who described himself as a friend of MERS, described the recent decision as unsettling. "This opinion is hostile to the notion of MERS as nominee and could lead to problems for it in foreclosing," he said. "The entire structure of MERS as a recorded nominee could collapse in Kansas, and that could lead to a patch-up job where they would have to run around and re-record the mortgages." 

If so, MERS would be hoisted on its own petard. And it would be a rare case of poetic justice in this long-running mortgage mess. 

Copyright New York Times Company Sep 27, 2009
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HOW should banks atone for those foreclosure abuses -- all the robo-signing and shoddy recordkeeping that jettisoned so many people from their homes? 

It has been four months since a deal to remedy this mess was floated. Not much has happened since -- at least not publicly. 

Last week, banking executives and state attorneys general met in Washington to try to settle their differences. At issue was how much banks should pay, and how and to whom, to make this all go away. The initial terms, which emerged in March, were said to carry a $20 billion price tag. 

But here is a crucial question: to what extent would such a settlement protect banks from future liability? Will the attorneys general strike a deal that effectively prevents them from bringing new, unrelated lawsuits against the banks? 

If the releases in any settlement are broad, there will be joy in Bankville. If they are narrow, the banks will probably face more litigation, something they would rather avoid. 

A looming issue relates to the potential liability stemming from the Mortgage Electronic Registry Systems, or MERS. This company, owned by the major banks, was set up in the mid-1990s by the Mortgage Bankers Association, Fannie Mae and Freddie Mac. Its goal was to expedite the home loan process. 

By eliminating the need to record changes in property ownership in local land records, MERS ramped up profits for lenders. In 2007, MERS calculated that it had saved the industry $1 billion over 10 years. An estimated 60 percent of all home loans were registered to MERS. 

But the MERS machine started to sputter during the foreclosure crisis. Lawyers challenged MERS's ability to bring foreclosure proceedings because the system does not technically own the security or note underlying properties, as required. While some courts have not objected to MERS's foreclosing in place of banks, others have. 

New York courts, for instance, have been increasingly hostile to MERS. In a February 2011 opinion, Robert E. Grossman, a federal judge on in Long Island, wrote: "This court does not accept the argument that because MERS may be involved with 50 percent of all residential mortgages in the country, that is reason enough for this court to turn a blind eye to the fact that this process does not comply with the law." 

Equally troubling for MERS is the fact that its officials have filed questionable documents with courts attesting to ownership of the notes and other significant matters. 

These practices have consequences, as described by R. K. Arnold, MERS's former president, in a 2006 deposition. "We are heavily at risk as far as, you know, having to follow the rules of the court and enforcing our rules that our members must go by," he said. "We also have jeopardy as far as if we were to fail in the foreclosure realm." 

David Pelligrinelli, president of AFX Title, a title search company, said MERS contributed to the problem of thousands of mortgages lacking a complete ownership chain. 

"You can't go back and redocument all these things, because some of the companies aren't around anymore," he said. "Even if they are, the charters for these companies don't allow for backdating of assignments." 

How MERS and its bank owners will fare with the attorneys general is unclear. The early term sheet for the possible settlement said only this: "Issues relating to the use and performance of MERS are reserved for further discussion." Those further discussions may be taking place now. It's a good bet that the banks want a comprehensive release from liability relating to MERS. 

Officials at the nation's top four banks declined to comment on the private talks. A spokeswoman for MERS said it was not participating in the discussions and could not speculate on them. 

Lawyers who have examined this issue say it would be unprecedented to grant a broad release from liability to the banks that own MERS from claims that have not been investigated. 

WHILE some states are scrutinizing MERS, most have declined to investigate its operations. That might seem surprising, given the apparent conflicts of interest in its business. Employees of law firms representing banks in foreclosures, for instance, are also officers of MERS. They can assign mortgages even though they represent a party with an interest in the outcome. 

A broad release would vastly diminish the possibility of an in-depth investigation. Such a release might also make it harder for borrowers to argue that MERS has no right, or standing, to foreclose on them. The United States Trustee has supported this view in a number of recent cases, but exempting banks from future lawsuits on this issue would send a message that questioning MERS's standing is of no interest to top state officials. 

And if the banks are insulated from future state lawsuits, responsibility for any abusive acts by MERS would be pushed onto law firms that did the system's work. With few assets, these law firms are virtually judgment-proof. The unit of MERS that held title to the mortgages also has few assets and was set up in such a way that lawsuits against it would probably reap little for plaintiffs. 

MERS has begun to clean up its practices and paperwork. Officials are furiously assigning mortgages out of MERS's name and into the banks' names. One borrower in Pierce County, Wash., combed through records from April 1, 2011, to July 18, and found 1,956 assignments of deeds of trust executed from MERS to banks that service the loans or trustees that oversee mortgage pools. 

Sure, the issues surrounding MERS seem mind-numbing. Some officials might want to wash their hands of the whole thing in a settlement. But at least one legal professional is offering to educate attorneys general -- at no cost. She is April Charney, a lawyer at Jacksonville Area Legal Aid in Florida and one of the first to question MERS's standing in foreclosures. 

"You need lawyers in each state to be legal consultants to the A.G.'s so they're on equal footing with the huge industry they are up against," she said. "It would be an honor to consult on these highly complex, layered and nuanced state-based legal issues. Call it pro bono with bells on." 

It would be telling if no one takes her up on that offer. 

Copyright New York Times Company Jul 24, 2011
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MISMO[R], the not-for-profit data standards subsidiary of the Mortgage Bankers Association (MBA), and the Property Records Industry Association (PRIA) announced the publication of the IPR (intellectual property rights) disclosure draft of a business requirements document. 

The document, entitled eRecording Electronic Document Formatted Recordable Instruments, addresses and describes the business requirements for the eRecording of electronic recordable instruments in common electronic document formats such as MISMO SMART Doc[R], eSigned portable document file (PDF) and Adobe[R] Intelligent Document Format, and Microsoft[R] Word[R] with embedded XML. 

The document also includes business function descriptions, a process-flow diagram and project assumptions, constraints and dependencies, according to Carmelo Bramante, PRIA's co-chair of the eRecording Business & Technical Requirements Work Group. 

"The paper provides the industry with a tangible outline for implementing eRecording procedures throughout electronic document transactions," said Bramante. "As electronic transactions at closing gain industrywide momentum, lenders, recorders, title and closing agents will see even more benefits to the eRecording of electronic documents." 

The business requirements document covers six major objectives: 

* Preparing electronic instruments so that they are eRecordable; 

* Uploading or transmitting electronic instruments to eClosing systems and various other platforms; 

* Executing recordable electronic instruments on eClosing systems and various other platforms; 

* Delivering recordable instruments electronically from eClosing systems to various eRecording applications and systems in public land-records offices; 

* eRecording electronic instruments, including fee and payment information; and 

* Enabling the return of eRecorded (or rejected) electronic instruments to the eClosing platforms, or the retrieval by the eClosing platforms of eRecorded (or rejected) electronic instruments. 

The 30-day IPR disclosure draft is published in accordance with MISMO and PRIA IPR policies to allow for industry comment and disclosure prior to publishing Version 1.0 Final. 

This is the first joint publication of the two organizations since forming an alliance in November 2005. The goal of the alliance is to exchange and incorporate MISMO and PRIA standards for use within commercial and residential electronic mortgage transactions, according to Harry Gardner, MBA's vice president of industry technology and head of MISMO. 

"While most of today's electronic recordations are performed from scanning paper documents, the need for eRecording of electronic documents will certainly grow across recording jurisdictions nationally as eMortgage adoption continues to grow," explained Gardner. "eRecording provides many benefits to mortgage lenders, county recorders and closing agents, improving their ability to manage document volumes with fewer errors, faster turnaround and high accuracy." 
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As lenders look for increased efficiency at this year's MBA annual, DocuTech believes that moving toward a complete e-mortgage will be part of that discussion, which is why this document preparation vendor has updated its product to do a Category One SMART Doc conversion to help lenders achieve an e-mortgage without doing as much heavy lifting. 

"In August, we launched our latest ConformX release, which includes SMART Doc capability," said Monte Larsen, chief marketing officer at DocuTech, Idaho Falls, Idaho. "We helped close the first e-mortgage actually. For the past seven years it's been a buzzword and it's always something that's going to happen next year. 

"Well, we just had a customer advisory meeting and we asked them what they think about e-mortgages and when they're ready to move on this. From what we can tell there will be slow adoption. However, we did have one customer come to us asking for Category One SMART Docs. We're XML based so it was relatively easy for us. 

"The customer is now working with their title company, but they'll be live soon," noted Mr. Larsen. "This works in such a way that the lender saves the note and converts it to a SMART Doc. From there it's processed normally." 

"As the document package is generated it will also generate a certain level SMART Doc as the customer decides to turn that feature on in the system," added Mark Matthews, product manager at DocuTech. "They save the note, upload it and it's ready to sign. We offer the note as a SMART Doc and the other docs are signable PDFs." 

ConformX is a Web-based enterprise application that can be accessed with any Internet connection 24/7. All the lender needs is Adobe Acrobat Reader, Windows 2000 or newer, and the lender can generate closing documents to be delivered anywhere. 

ConformX has a load-balanced architecture that allows DocuTech to easily add hardware as needed. So, as the lender's business grows, the document packages meet demand. DocuTech also has redundant SAS 70 certified data centers and maintains a business continuity plan. 

ConformX's authentication security features include password expiration requirements, password change history enforcement, password complexity requirements, secure SAS70 certified data centers and 128-bit SSL encryption. The application also has controlled usage to prevent closers from modifying critical data outside of the LOS. All data are imported and the rest is automated, so the user can be prevented from making important loan data modifications when it leaves the LOS. The closer must go back into the system of record, make the changes and retransmit the loan to ConformX. 

And DocuTech expects to hear a lot of e-mortgage interest at the MBA annual and into next year. 

"We expect a lot of e-mortgage interest," predicted Mr. Larsen. "We'll put together collateral to help educate people. We want to follow up with an e-mortgage education website as well. We'll define the process, how it works, what vendors are out there and how you do it. 

"A lot of people are also struggling with prepayment penalty issues. There's a lot of regulatory scrutiny that is and will continue to be going on. Compliance will be another hot topic at the show. Lenders want to ensure that their loans meet all the state and federal criteria. 

"My gut reaction is that attendance will be down, volume is down and people are looking to cut cost," noted Mr. Larsen. 

"From the pre-registration it seems like there will still be a good amount of people though. Now is the time to get set up. If lenders want to be more efficient and increase customer satisfaction, now is the time to look at technology. 

"Lenders serious about staying in business realize setting up e-mortgages, for example, will be critical. Customers are increasingly Web savvy these days. So, lenders are not only stalling themselves by avoiding the e-mortgage, they're stalling the borrower as well. Lenders need to have an e-mortgage roadmap." 

"And the e-mortgage doesn't have to cost a lot in terms of implementation," said Mr. Matthews. 

"We can host it and interface with e-signature providers on behalf of the lender. Not every e-sign solution requires a large upfront investment. The customer can deal with this on a transaction basis." 
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After much wrangling within MISMO over exactly what role both Intelligent and static PDF should play within the electronic mortgage process, the Mortgage Electronic Registry System has gone ahead and drafted guidance on how to e-sign PDFs in a manner that MERS will accept them as binding e-notes. 

"The area of the e-note is something that is starting to flower," pointed out R.K. Arnold, president and CEO at MERS. "One of the requirements when e-notes were first approved by MISMO was that they use SMART Doc. After listening to sources we decided that PDF is another viable standard. 

"Really this decision is nothing radical. We are just saying that we'll accept PDF and let the notes get approved by MISMO and other parties as they see fit. The question we were getting was: is the MERS system ready to accept PDF? The answer is yes. All this means is that our technology is in place to go this route if a lender wants to use it. We're ready when the industry is." 

Several sources that regularly attend MISMO trimester meetings that wish not to be named, have indicated to this publication that Countrywide tried to prompt MISMO to similarly endorse PDF last year, but MISMO has been reluctant to go as far as MERS has. The standards body has refused to endorse any one vendor as part of its open industry standard, but did publish guidance on how static PDFs can be e-signed if a lender chooses to do so. The document detailing MISMO's set of best practices when electronically signing PDFs is available on the organization's website (www.mismo.org). 

Countrywide was asked to comment both on its strategy for using PDF as part of its own e-mortgage strategy and to react to the current MERS decision to accept signed PDFs but did not respond by presstime. MISMO however did want to make the distinction between its policy on PDF vs. the policy outlined by MERS. 

"The MERS e-registry has always had the technical ability to register any file format, not just SMART Doc e-notes," said Harry Gardner senior director, industry technology at the Mortgage Bankers Association. "The new MERS guidance for registering a PDF e-note is just another formalization of that capability. The legal foundation for the e-mortgage process is provided by ESIGN and UETA, which have always been technology-neutral. 

"To our knowledge, investors are currently accepting only SMART Doc e-notes, but at some point in the future they could make the business decision to add PDF e-notes to their capability. Recognizing this reality, the recent MISMO e-signed PDF guidelines provide more information on creating standardized e-signed PDF documents - including but not limited to e-notes - that will be legally viable and archivable." 

Dan McLaughlin, EVP and product division manager stressed that "MERS is agnostic on the file format used to originate e-notes. It's not for MERS to dictate the file format." 
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HOUSTON -- While mainstream adoption of Category One SMART Docs is still not present, some lenders are looking at adoption today as a competitive advantage. 

"We've been developing a ground-up technology instead of trying to retrofit new technology on old systems," said Paul Anselmo, president at workflow and document vendor Signia Docs here. 

"We've created technology that gives the lender the ability to build the forms for all the standard loan products and compliance parameters. We're different in that we've built our technology around the SMART Doc format. We've partnered with Encomia for e-signing. So we have a common point that will take the document all the way through to the e-vault. 

"Our approach is going to have to drag the industry along. People haven't grasped the full benefit of SMART Docs so there's a lot of work that has to be done. When we talk about this some people's eyes glaze over. Our approach is that you have to do the docs anyway, so we apply a top-down strategy. 

"We're in a pilot program with GMAC. They've been a major customer. They've bought the vault from Encomia but in order to get anything there you have to get the closing docs to an e-doc status. Consumer acceptance isn't the issue, it's the warehouse lenders. It's hard for the originator to fund them because a warehouse won't take them right now. From there we'll move onto do this for Credit Suisse. GMAC sees this as a competitive advantage as the other warehouses aren't moving as quickly," said Mr. Anselmo. 

Signia offers a Web-based point-of-sale that augments the data from there. Signia also takes the data from the loan origination system and any holes or missing data are filled in by the processor. 

"The first generation of this technology was just imaging and capturing that and comparing it to the data that they had in house from there," said Mr. Anselmo. "Once you capture that data you can add automation. The second phase was to optical character recognition. From there we went directly to the source through the closing docs with a barcode that can be linked so we could get the data because it had version control built in. 

"What this does is eliminate the need of doing step one, two or three because it can just pull the data in without having to map because there is a standard in place. The return on investment is huge. This will rapidly change the velocity by which loans are funded. So, you can do more with less. It's a huge win if done right." 

And Signia is getting some traction. "We have large customers that use our website to view loan data and images," said Mr. Anselmo. "People like Credit Suisse have 600 sellers or more that came to our site. So, we learned a lot about load balancing. MISMO is also catching on and getting a lot of traction. Doc prep has been around forever. More than just producing docs it should be about leveraging automation to give the lender added value." 
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VIENNA VA -- After much wrangling within MISMO over exactly what role both Intelligent and static PDF should play within the electronic mortgage process, the Mortgage Electronic Registry System has gone ahead and drafted guidance on how to e-sign PDFs in a manner that MERS will accept them as binding e-notes. 

"The area of the e-note is something that is starting to flower," pointed out R.K. Arnold, president and CEO at MERS. "One of the requirements when e-notes were first approved by MISMO was that they use SMART Doc. After listening to sources, we decided that PDF is another viable standard. 

"Really this decision is nothing radical. We are just saying that we'll accept PDF and let the notes get approved by MISMO and other parties as they see fit. The question we were getting was is the MERS system ready to accept PDF? The answer is yes. All this means is that our technology is in place to go this route if a lender wants to use it. We're ready when the industry is." 

Specifically, MERS has released a draft version of PDF guidelines for the registration of e-notes on the MERS eRegistry. The document is available on the MERS website (www.mersinc.org) for interested parties to download. 

This document provides implementation guidance for registration of electronically signed PDF documents on the MERS eRegistry, including legal summary for e-note PDF format, guidance on how to register e-note PDFs with the MERS eRegistry, a sample e-note PDF template that includes e-signatures and a tamper-evident seal, and a sample open PDF code required for MERS eRegistry functions. 

In contrast, several sources that regularly attend MISMO trimester meetings that wish not to be named have indicated to this publication that Countrywide tried to prompt MISMO to similarly endorse PDF last year, but MISMO has been reluctant to go as far as MERS has. The standards body has refused to endorse any one vendor as part of its open industry standard, but did publish guidance on how static PDFs can be e-signed if a lender chooses to do so. The document detailing MISMO's set of best practices when electronically signing PDFs is available on the organization's website (www.mismo.org). 

Countrywide was asked to comment both on its strategy for using PDF as part of its own e-mortgage strategy and to react to the current MERS decision to accept signed PDFs but did not respond by press time. MISMO however did want to make the distinction between its policy on PDF vs. the policy outlined by MERS. 

"The MERS eRegistry has always had the technical ability to register any file format, not just SMART Doc e-notes," said Harry Gardner senior director, industry technology at the Mortgage Bankers Association. "The new MERS guidance for registering a PDF e-note is just another formalization of that capability. The legal foundation for the e-mortgage process is provided by ESIGN and UETA, which have always been technology-neutral. 

"To our knowledge, investors are currently accepting only SMART Doc e-notes, but at some point in the future they could make the business decision to add PDF e-notes to their capability. Recognizing this reality, the recent MISMO e-signed PDF guidelines provide more information on creating standardized e-signed PDF documents - including but not limited to e-notes - that will be legally viable and archivable." 

Existing e-mortgage pioneers like Navy Federal Credit Union don't plan to switch their existing processes from using a Category One SMART Doc to a PDF even if investors embrace PDF at some time in the future, but do regard this development as a positive for the mortgage industry. "I think its great news that MERS will accept electronically signed PDF documents," noted Molly McCormack Steele, associate vice president, projects and compliance in the lending department at Navy Federal. "This will allow financial institutions that may not have had access to a SMART Document library the ability to enter the e-mortgage arena. Its also a promising sign of progress and acceptance." 

Another lender currently embarking on an e-mortgage strategy that is expected to be launched this year did not want to be mentioned by name, but did want to express a mixed opinion about the MERS decision. "It's good for the industry because PDF is easier to implement. A lot of lenders will look to this and move in this direction faster," he said. 

"But to not mention it to the investors and others is like dropping a bomb on the industry. It was a shock for MERS to address this as a mere bullet point at the last MISMO meeting without first talking with MISMO and Fannie and Freddie. It's a good possibility that they were pushed by Countrywide to move in this direction. Eventually Fannie and Freddie will be forced to accept PDF as a result because they can't turn away the Countrywide transactions. 

"Because we deal with multiple investors we may have to do both Category One SMART Docs and signed PDFs. We use Countrywide and Wall Street as our investors so we're in flux right now," he told NMN. "We'll have to see how it works. Because of this move you'll certainly see more interest in PDF, but it might not lead to adoption. There are concerns about the data element of a PDF because it's just an image with signatures, but there's no way to extract the rate or the property address, etc., for example, which limits it's feasibility as a substitute for the Category One SMART Doc in my opinion." 

Mark Oliphant, Fannie Mae's director, single-family mortgage business mortgage initiatives, who leads the GSE's paperless mortgage initiatives, told our sister publication Mortgage Technology that while Fannie doesn't accept PDFs now, "we are looking at PDF." 

Dan McLaughlin, executive vice president and product division manager, stressed, "MERS is agnostic on the file format used to originate e-notes. What's important to us is the note refers back to us as the operator and that it results in an enforceable promissory note. It's not for MERS to dictate the file format, that's an investor requirement. If our investors want to use PDF we just want to publish guidance telling them how they can do that within MERS. 

"We simply want to pass guidance on how the PDF is signed so we can accept it. We've never said we'd support one format or another. I think it is important that MISMO take responsibility for embracing PDF. Both standards - Category One SMART Doc and PDF - will co-exist. Lenders and their trading partners will make decisions on file formats. I don't see them in competition. They'll exist side-by-side and for different business purposes." 
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LIVONIA, MI -- While SMART Docs may seem like a foreign concept, it soon may be mainstream as most expect adoption to increase in 2007. 

To demonstrate the interest, both Countrywide and Wells Fargo are engaged in a debate within MISMO on what a SMART Doc should look like and what incarnation they'll adopt and ultimately roll out to their correspondents. Those decisions will have a big impact on how brokers and other third parties do business with these top lenders going forward. 

"SMART Doc adoption will surely increase in 2007," explained Bill Adamowski, CEO and co-founder of origination vendor MortgageHub, Conshohocken, Pa. "Very simply, there is more knowledge about what a SMART Doc means. It's more recognized, publicized and understood in the industry. 

"The second piece that will drive adoption is that there's more emphasis on taking cost out of the equation with volumes on the decline. It used to be about getting volume in so SMART Docs wasn't as high a priority. If you're now talking about cutting down paper, delivery costs, rekeying, etc., SMART Docs plays a role in all that," he noted. 

"There's also an increase in interest in doing more business process automation. Lenders are looking to do more integration between both internal systems and external partners. In 2007, that will become more relevant as lenders look to decrease costs. SMART Docs is a solution in this area as well. It's all about efficiency," said Mr. Adamowski 

"I believe in the great benefits of SMART Docs and everything that e-mortgages bring to the table," added Brian Fitzpatrick, president of integration vendor Lydian Technology Group, Jacksonville, Fla. "In the past 12 months and in the coming year we've seen and will see more investment to get lenders there. 

"In 2007, there will be a change for the better, but it will be an evolutionary change in that other technologies will have to come to bear before considering SMART Docs. For example, some companies haven't even developed a core imaging strategy. Lenders are also more pragmatic in buying technology in that they want to see that it's tried and true. 

"The early adopters of SMART Doc technology will be large companies with higher IT budgets," predicted Mr. Fitzpatrick. "Adoption there will prompt mainstream adoption across the entire industry. We'll see incremental growth in 2007, but not mainstream adoption." 

Lenders like Quicken Loans here are gearing up for this change in mortgage lending. In fact, Quicken recently hired Patrick Hartford as its director of e-mortgage standards to head up the initiative. 

"I've been working in the vendor world for so long," pointed out Mr. Hartford in talking about his 11-year tenure at VMP. "I want to build something myself instead of just have others use my stuff. In terms of lenders, Quicken is very progressive as they were the first to do e-signatures, so the move was a no-brainer. 

"I led VMP's e-signature and SMART Doc initiatives. I was the all-around MISMO guy there. Actually, I've been heavily involved in MISMO, an instructor for Campus MBA and a member of the e-mortgage workgroup. Quicken was ready to move to e-closing, signatures and recordings, so my background was a good fit," he said. 

"Right now I'm trying to look at everything from the other side of the fence. I've worked with vendors all my career and they are now all eager to talk to me in a new capacity. They're now in sales mode, so it's different." 

What is the timeline at Quicken to launch its e-closing technology? "The plan is that I will be creating an e-closing and recording system for Quicken," answered Mr. Hartford. "They do e-signatures around upfront docs, so we'll take it to the next step. We want to create greater efficiencies here and a better client experience. With e-closings the client would just get a CD instead of a stack of papers when they close a mortgage with us. 

"Right now we're in research mode. We're looking at what different counties are doing and what different vendors are doing. We'll look to do some pilots based on the data we bring in. One of the reasons why I went with Quicken is because they want to be innovators. They want to push this forward." 
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WASHINGTON -- After months of debating the topic, the Mortgage Industry Standards Maintenance Organization has made some clear decisions about how PDF documents will be incorporated within the MISMO standard. 

Initially, Adobe Intelligent PDF was being considered as a possible category-eight SMART Doc. That idea has been tabled and MISMO instead will issue guidance to the industry on how to use PDF technology in a standardized way. 

Further, discussion over Intelligent PDF has been put on hold. MISMO requested a legal response from Adobe to clarify the licensing of Intelligent PDF. Adobe refused to supply such a letter specifically for MISMO, but rather is in the process of formulating an intellectual property license letter around Intelligent PDF to be posted on its website that anyone can access and refer to in these cases. As a result, MISMO guidance on how to use Intelligent PDF is on hold until that letter is available and ready for review. 

However, MISMO has decided how to treat static PDF. "The consensus [among the MISMO eMortgage Workgroup] is that we'd like to move forward with developing some implementation guidance for PDF as the industry is currently using it today in several areas," said Harry Gardner, senior director, industry standards at the Mortgage Bankers Association. 

"Specifically, the industry is using it in the area of performing electronic signatures on PDF documents. Given those concerns, the eMortgage Workgroup created another motion that was out for comments. The draft motion said the eMortgage Workgroup will develop implementation guidance for creating standardized e-documents using the Adobe PDF 1.6 specification, particularly in the area of e-signatures and data mapping," added Mr. Gardner. 

The eMortgage Workgroup decided that the data mapping portion of the motion would create a clear competitor to a category-one SMART Doc. As a result, data mapping standardization of PDF will not be provided. Rather, MISMO will limit the guidance to just e-signing static PDFs. 

"We want to tackle the most straightforward and valuable aspects of PDF guidance first," explained Mr. Gardner. "That gives us an opportunity to move forward with useful work while we wait for the worldwide patent license on the Adobe Intelligent PDF format. When that document comes out at some point in the future the eMortgage Workgroup will review that and may decide to leverage the upcoming work on e-signatures into the Intelligent PDF format. 

"With respect to the original motion within the eMortgage Workgroup, it became obvious that calling it a category-eight SMART Doc would cause us more work than value because we'd have to maintain a parallel chapter on SMART Docs that detailed the original SMART Doc specification and a second one on PDF, resulting in a document that would be twice as big that doesn't have the value it should. It made a lot more sense to develop an implementation guide so the people adopting PDF can do so in a standardized fashion so the document is as interoperable as possible," pointed out Mr. Gardner. 

For those lenders looking for clarification on how to standardize e-signing PDFs, the MISMO guidance will be valuable in giving them direction on how to use PDF in a standardized and interoperable fashion. "The significance for the business user is that there are a lot of documents that don't require the complexity of a category-one SMART Doc," he said. 

"The reality is that some lenders have gone forward with e-mortgage solutions using PDF and e-signatures. The benefit to the industry is that we can help standardize those documents so they can be interoperable, enabling the lender to receive electronic PDF documents and e-sign them," Mr. Gardner said. 

Given that the issue of data mapping was rejected and MISMO will only focus on e-signing static PDF documents at this time, it was decided that a subscriber-wide vote was not necessary given that all the controversy over endorsing a proprietary technology over the nonproprietary SMART Doc categories has been resolved with this decision to only render guidance around e-signatures. If MISMO should decide to provide guidance around Intelligent PDF when the patent license letter is made available that would likely go before all subscribers for a vote, given that the Intelligent PDF is similar to the SMART Doc specifications already active within MISMO and accepted by both GSEs when purchasing electronic mortgages. 

Gabe Minton, vice president, industry technology at the MBA, sees the course the PDF debate has taken within MISMO as a healthy debate that demonstrates the validity of MISMO itself. "Looking back on the whole experience, I think it's very positive that a body like MISMO exists where people can ask questions, especially when it comes to new technologies owned by any one company. There are examples when companies have set their own standards and they didn't ask anybody. There wasn't any question and that was that. MISMO has grown over the years and has proven that it is a body where people can go to and ask questions and debate the issues to come to an industry resolution. 

"The intellectual property discussions MISMO had with Adobe were very important because you don't want to end up with a loan file, as an investor, that needs to last upwards of 57 years and be in a situation where you wouldn't be able to open and read that file without paying somebody. 

"The fact that MISMO is only moving forward with the clearly licensed part of Adobe "classic" PDF in advance of the anticipated worldwide patent license that Adobe is drafting makes sense to me. I'm a big believer in intellectual property rights and understanding intellectual property rights when you're using and developing technology to support standards," said Mr. Minton. 

"This process, although it has taken a while, does indicate the democratic workings of MISMO and the fact that no one company can force things through because all subscriber companies have a say in how MISMO will proceed and what work we will do," added Mr. Gardner. 

"At the same time, we are recognizing the reality of the technology implementation that is happening today and the value of other standards. We want to position MISMO as an innovator and an institution that moves forward into the future as new technologies become viable." 
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The Mortgage Industry Standards Maintenance Organization has been considering adding Adobe Intelligent PDF as a possible category-eight SMART Doc or some kind of SMART Doc-like specification for the industry to consider when embracing e-mortgages. MISMO has asked Adobe for certain intellectual property assurances so that the industry would not be forever indebted to Adobe should MISMO decide to move forward. Abobe has responded, and that response has led to more questions that will prolong a subscriber vote on the matter. 

"A motion was raised in the MISMO e-mortgage workgroup that there were a set of parties interested in providing detailed guidance around Adobe Intelligent PDF specifications to the mortgage industry," pointed out Gabe Minton, vice president of industry technology at the MBA. "It has been found that Intelligent PDF meets all of the functional requirements of the SMART Document framework for e-signatures, etc. 

"Certain subscribers asked the Governance Committee that a whole subscriber-wide vote be carried out on this topic before anything was decided because it is big and broad and multiple standards would be impacted," he continued. "The Governance Committee voted that the subscriber-wide vote could happen contingent on legal analysis. Adobe has contacted MISMO and has said that they're developing a worldwide patent license across all of their specifications. A timetable of a couple of months has been discussed as to when that license would become available." 

As a result, the Governance Committee of MISMO has given the matter back to the e-mortgage workgroup for further consideration. The Governance Committee suggests three possible options for the e-mortgage workgroup to consider. 

The first suggests that MISMO go forward and create guidance for the PDF specification alone without the intelligent pieces because the licensing of PDF alone is pretty clear. Some within MISMO have suggested that there is no need to deal with an Intelligent PDF because a standard PDF can be made into a SMART Doc. This theory has not been tested and is not endorsed by MISMO at present. 

Second, the e-mortgage workgroup could wait on moving forward with a vote and creating guidance around the Intelligent PDF until the worldwide patent license becomes available. Lastly, the e-mortgage workgroup could go along with the vote as earlier stated without the worldwide patent license. 

The timetable for a decision from the e-mortgage workgroup is unclear, but it is expected soon. A subscriber vote would work in such a way that MISMO would send an electronic ballot to all MISMO subscriber companies. The vote would have the legal requirements and the motion to vote on. Each vote would be confidential and a simple majority would decide the outcome. If companies aren't active MISMO subscribers they can sign up on the MISMO website to be able to participate in a vote if it comes to that stage within the next few weeks or months. 
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In this second part of a two-part update on MISMO, Mortgage Technology takes a close look at the difference between document type definitions, or DTD, and schema, and tells you why MISMO will pick the schema format with the release of version 3.0 - and why that transition is significant to lenders. 

First, however, some updates on the issue of the proposed category-eight SMART Doc status for Intelligent PDF, which was the topic of the first part of this two-part series. 

Complicating that issue is the admission by Adobe that an Intelligent PDF SMART Doc would be proprietary. However, a spokesperson from Adobe said that while PDF is owned and published by Adobe, PDF can be implemented by anybody, MISMO would be endorsing a published proprietary specification, rather than Adobe as a company. 

Adobe stresses that no one would have to pay Adobe anything unless they used Adobe products. However, Adobe makes money cross-selling its own document-related technologies to customers using its platform. 

Some senior Countrywide executives have expressed support for Intelligent PDF as a SMART Doc, saying they have tried without success to implement MISMO SMART Docs. 

At this writing, the MISMO Governance Committee was deadlocked on the Adobe issue. As a result, the issue will be decided by a vote in which every MISMO-subscribing company will have one vote. This vote will be a first for MISMO. 

Defining Terms 

While the debate over SMART Docs has been getting the most attention, MISMO's move for version 3.0 from DTD to schema brings a set of pros and cons that lenders should note. Before discussing the pros and cons of the change, it's first important to understand what DTD and schema are. 

According to Wikipedia, DTDs can be defined as one of several SGML and XML schema languages, and is also the term used to describe a document or portion thereof that is authored in the DTD language. A DTD is primarily used for the expression of a schema via a set of declarations that conform to a particular markup syntax and that describe a class, or type, of SGML or XML documents, in terms of constraints on the structure of those documents. A DTD may also declare constructs that are not always required to establish document structure, but that may affect the interpretation of some documents. 

While DTD is native to the SGML and XML specifications, its capabilities are somewhat limited compared to more modern schema languages such as XML Schema and RELAX NG. 

As an expression of a schema, a DTD specifies, in effect, the syntax of an "application" of SGML or XML, such as the derivative language HTML or XHTML as defined in what is known as a category-one SMART Doc now accepted by both GSEs as part of their published e-mortgage specs. This syntax is usually a less general form of the syntax of SGML or XML. 

In a DTD, the structure of a class of documents is described via element and attribute-list declarations. Element declarations name the allowable set of elements within the document, and specify whether and how declared elements and runs of character data may be contained within each element. Attribute-list declarations name the allowable set of attributes for each declared element, including the type of each attribute value, if not an explicit set of valid value(s). 

Conversely, the word schema comes from the Greek word, which means shape or more generally plan. While a scheme refers to a loosely described plan, a schema usually refers to specific, well documented, and consistent plans. 

An XML schema provides a means for defining the structure, content and to some extent, the semantics of XML documents. Generally speaking, schema would dictate things like the borrower's last name on a 1003 or his/her Social Security number. DTD provides a roadmap for the look and feel of the 1003, to continue the analogy, whereas the schema allows the user to drill down more thoroughly on what goes in each field. 

Schema vs. DTD 

As with every technology migration, there are pros and cons that the user, in this case the lender, should be aware of. Changing the standard data language in the mortgage industry from DTD to schema is a significant step in the evolution of the MISMO standard. 

"DTD was primarily geared on how to structure a document and its shape to determine what it would look like," said Terrell C. Cassada, senior vice president, product management at integration vendor Lydian Technology Group. 

"However, when we talk about the evolution of XML today, while DTD has served us well in telling us what an XML document should look like in structure, as we start building more and more applications that are XML structured, DTDs fall way short," continued Mr. Cassada, who also serves as vice chair of the MISMO Core Structures Workgroup. "Now we have to worry about data typing and the actual content of the document and not just the structure. 

"For example, there is no way to tell, using a DTD, that a given field is a numeric field, while another field is a text field, while yet another field is a telephone field and it is supposed to have parenthesis around the area code," explained Mr. Cassada. "With schema, you can do that." 

"Schema is a natural progression. You get more opportunity to define things more clearly with schema. In fact, many people have created schemas to expand on MISMO internally, so this will allow the standard to grow," added Todd Luhtanen, president and CTO at origination vendor Dynatek, who holds one of the two origination technology seats on the MISMO Governance Committee. 

"DTD is simply an older technology," said Harry Gardner, senior director, industry technology at the Mortgage Bankers Association. "Schema allows you to do more advanced things with the data like creating name spaces to avoid data collisions between identically named data elements that come from two different sources. 

"In the current structure, if you have the MISMO closing DTD and the PRIA e-recording DTD there were a handful of data elements that have the same name that would collide," he explained. "With schema those DTDs would be prefixed with either a MISMO or PRIA name space so they would look like different data elements. So, it's a way of handling your data elements more gracefully when getting similar data from different sources." 

At present there is no timeframe for the transition to occur. However, all of the MISMO Workgroups have been tasked to create schemas around their segment of the mortgage lifecycle. 

"At the moment 3.0 is a moving target. Most of the workgroups are targeting schema representations of their DTDs right now," pointed out Mr. Cassada. The goal is to complete the transition this year. 

The Cons of Change 

While the added flexibility of schema is a big positive for this migration, there are certain negatives as well. For one, version 3.0 will break backward compatibility, which may delay the industry adoption of this new format. 

"It will be a bit of a barrier because people have invested a fair amount of resources in the current MISMO DTD," noted David Rae, CTO at MortgageHub. "People that have implemented MISMO today are probably nowhere near implementing the latest version of the MISMO standard. But in terms of the libraries that exist from an open-source standpoint, the amount of effort to get up to speed and replace code that is already written shouldn't be a difficult process at all." 

"I don't see this as a big hindrance," added Mr. Gardner. "MISMO is now publishing a parallel schema along with every DTD release for version 2.4 and above. We'll take the XML DTD and re-publish it in XML schema form. So, we're already moving toward schema in that regard. 

"There has also been a fair amount of implementation where folks out in the industry take a given MISMO DTD and because their infrastructure is already built around schema, they translate it into schema," he noted. "So, I don't think it's going to cause that much pain in the industry. Folks are ready to move forward to schema and they're just waiting for 3.0 to come out and take that quantum leap forward." 

The Pros of Change 

With progress always comes a degree of pain. Backward compatibility is an issue, but if MISMO doesn't evolve, it will doom itself to extinction. To date, MISMO itself uses schema to validate vendors that ask to be MISMO certified under its MX Compliance program. The internal use of this method is further proof that it would have value externally to the industry as well. 

"Moving to schema gives you two primary advantage over DTD," summarized Mr. Gardner. "One is that you can describe your data much more accurately. You can do data type checking with the schema. No. 2, you can manage custom extension to a dataset and data from different sources within the industry much more gracefully." 

Most industry players view MISMO embracing schema as an indication that MISMO will keep up with the latest technology to allow the mortgage industry to better communicate and streamline processes involved in originating a loan. "It's important for MISMO to keep up with new technologies," said Mr. Luhtanen. 

"There are people today that have schema definitions for MISMO DTD. Schema is the natural progression of the standard," he pointed out. "You get more opportunity to define data points with schema. MISMO always struggles with backward compatibility every time a dataset is updated. This is no different, only this new version will couple the technology advance of schema with several new elements that will make the standard better. 

"Periodically breaking backward compatibility is inevitable," explained Mr. Luhtanen. "That's just part of the natural evolution of any standard." 

Beyond added flexibility, schema will also allow lenders to better ensure their data quality, which is a big concern with the increased amount of regulatory pressure being placed on the mortgage sector. "In terms of communication between partners, it becomes much easier for the entity that sent the data to validate the data as they are generating the data to be sent," pointed out Mr. Rae. "What that allows you to do is validate that the information that you're sending is in the correct format, ranges, types, etc. That could not be done with DTDs out of the box. Prior, you'd have to create your own schema. 

"This has benefits in terms of trying to troubleshoot problems," he continued. "If you sent a dataset to a partner and they had trouble parsing it because the data was incorrect you get into a long process to debug that. Schema allows you to do that error checking upfront so you catch it before it gets sent out to your partner. 

"Going forward, in terms of the business benefit, you're going to get a big cost savings by having that enhanced integrity in the data," concluded Mr. Rae. "Schemas are the de facto standard these days regardless. DTDs are much older technology. The fact that MISMO is moving to schema is a good sign. This will make it easier to do cross- selling to other partners that may not be in the mortgage space. This will allow the mortgage market to tap new trading partners, new ways of communicating and new avenues of growth from a business perspective." 
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WASHINGTON -- The Mortgage Industry Standards Maintenance Organization has been considering adding Adobe Intelligent PDF as a possible category-eight SMART Doc or some kind of SMART Doc-like specification for the industry to consider when embracing e-mortgages. MISMO has asked Adobe for certain intellectual property assurances so that the industry would not be forever indebted to Adobe should MISMO decide to move forward. Adobe has responded, and that response has led to more questions that will prolong a subscriber vote on the matter. 

"A motion was raised in the MISMO e-mortgage workgroup that there were a set of parties interested in providing detailed guidance around Adobe Intelligent PDF specifications to the mortgage industry," said Gabe Minton, vice president of industry technology at the MBA. "It has been found that Intelligent PDF meets all of the functional requirements of the SMART Document framework for e-signatures, etc. 

"Certain subscribers asked the governance committee that a whole subscriber-wide vote be carried out on this topic before anything was decided because it is big and broad and multiple standards would be impacted. The governance committee voted that the subscriber-wide vote could happen contingent on legal analysis that MISMO was performing with regard to the intellectual property licensing of Adobe specifications. Adobe has contacted MISMO and has said that they're developing a worldwide patent license across all of their specifications. A timetable of a couple of months has been discussed as to when that license would become available. In the short term the only licenses available that MISMO has been looking at are licenses around the PDF specifications. It is not clear how the intellectual property around the Intelligent suite will work, but it is clear how the intellectual property is licensed around the PDF specification specifically." 

As a result, a subscriber-wide vote has been put off pending further review. The governance committee of MISMO has given the matter back to the e-mortgage workgroup for further consideration. 

"In response, the governance committee came up with a motion, the highlights of which say that in light of new information regarding the licensing of intellectual property available for XFA and XDP [two elements of an Intelligent PDF] mainly, we're waiting on a worldwide patent that would cover those specifications," noted Mr. Minton. "The governance committee referred the pending motion back to the e-mortgage workgroup for reconsideration. The governance committee suggests three possible options for the e-mortgage workgroup to consider. 

(1) "Go forward and request support from MISMO to create guidance for the PDF specification alone without the intelligent pieces because the licensing of PDF alone is pretty clear. We don't know if PDF alone would meet the requirements of a SMART Doc, all we know is that Intelligent PDF would meet the requirements of a SMART Doc." (Some within MISMO have suggested that there is no need to deal with an Intelligent PDF because a standard PDF can be made into a SMART Doc. If this were the case, XML code would have to be wrapped around the PDF to make it work as a SMART Doc. To date, MISMO has not decided if this approach would work functionally.) 

(2) The e-mortgage workgroup can "wait on moving forward with a vote and creating guidance around the Intelligent PDF until the worldwide patent becomes available." 

(3)"The governance committee said the e-mortgage workgroup could go along with the vote as stated. We've drafted how we would run a vote collect the votes, etc., and we can move forward now if the e-mortgage workgroup wants to move forward given the new information that a worldwide patent is pending and PDF license clarification is what we have to go on right now." 

The timetable for a decision from the e-mortgage workgroup is unclear, but is expected soon. A subscriber vote would work in such a way that MISMO would send an electronic ballot to all MISMO subscriber companies. The vote would have the legal requirements and the motion to vote on. Each vote would be confidential and a simple majority would decide the outcome. If companies aren't active MISMO subscribers they can sign up on the MISMO website to be able to participate in a vote if it comes to that stage within the next few weeks or months. 
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WASHINGTON -- The Mortgage Industry Standards Maintenance Organization is deadlocked on if it should allow Adobe Intelligent PDF in as a category-eight SMART Doc. The concern is that this designation would be proprietary and potentially dilute the MISMO standard. Adobe has confirmed this notion by admitting that an Intelligent PDF SMART Doc would in fact be proprietary. 

A spokesperson from Adobe said, "PDF is owned and published by Adobe but PDF can be implemented by anybody. So, it's not so much as it's an endorsement of a company, but an endorsement of a proprietary specification that is published. 

"Adobe makes money cross-selling its own document-related technologies related to engaging customers in a communication platform. Adobe makes software and some people are going to buy and integrate that software and other people will choose to build out and integrate. The mortgage ecosystem will look like any other PDF ecosystem where there will be some developers who buy low level and customize heavily and others who buy high level and build them directly into their system. 

"Whether or not it's a proprietary system that's published and publicly available or an open standard, the ecosystem is very similar. If MISMO chooses to reference Adobe standards within its standard, it in no way means anyone has to pay Adobe anything unless they choose to implement Adobe products. 

"We've been participating in what we think is a healthy debate within MISMO around e-mortgages and responding to our customers' requests to help drive the adoption of electronic mortgages, " said the Adobe spokesperson. "PDF is widely used, and while Intelligent PDF may not be used in the mortgage market, it certainly is used in other markets including adjacent markets like the insurance industry where Adobe Intelligent PDF can support ACORD and XML data standards." 

Further, Adobe claims that mortgage players like Countrywide have found fault with the existing SMART Doc category one, which has prompted them to turn to Adobe. "Countrywide has made mention at the MISMO meetings that they have tried to implement SMART Docs, and for their own business purposes have found it lacking, " said the Adobe spokesperson. "They had difficulty implementing SMART Docs as it stood, which drove them to look at other technologies." 

So why can't Adobe adapt its technology to fit within the current SMART Doc categories? "When you look at what was developed by MISMO that originally came down from Fannie Mae, it's a very specific line-by-line construction of a document type, " answered the spokesperson. "The only acknowledgement of PDF was as an image attached to the SMART Doc. If we look at PDF, it has evolved to incorporate a lot of things that are in a SMART Doc, such as the mapping of data and view. 

"Given that the existing SMART Doc designation deals with XHTML and HTML, and PDF is based on a whole different conceptual type of document imaging, it's not really reusable, " the spokesperson noted. "The imaging module and the document module are so dissimilar that they really are like apples and oranges. They're dissimilar enough that they need to be differentiated, but conceptually they're similar enough to make it beneficial to look at both technologies. For example, one is viewed with a modified Web browser and the other with a reader application like the Adobe Reader." 

This is one of the issues that has the industry heated up in that an Intelligent PDF requires a reader, which would have to be built from the ground up using the Adobe specs or purchased from Adobe. In this case, MISMO would be endorsing a vendor, or at least the use of proprietary technology delivered by one vendor. 

To contradict this claim, Adobe pointed to its involvement with the Association for Cooperative Operations Research and Development, which is a global, nonprofit insurance association whose mission is to facilitate the development and use of standards for the insurance, reinsurance and related financial services industries. 

However, unlike MISMO, ACORD endorses vendors who create forms to their standard. ACORD has partnerships with Adobe, Microsoft and others. When asked what would stop other vendors from putting their technology before MISMO to get their own SMART Doc, the Adobe spokesperson responded, "Nothing. If you look at ACORD there are multiple document formats that they have chosen that apply to and support their data standards. Their members have a variety of choice depending on what they choose to implement. They have multiple vendors that they contract with to support their standard." 

MISMO, however, has always taken a vendor-agnostic approach. On the MISMO website it clearly states that MISMO was established to "coordinate the development and maintenance of Internet based Extensible Markup Language real estate finance specifications. MISMO utilizes an open and democratic vendor-neutral approach to the development and maintenance of a single real estate finance XML DTD transaction repository." 

Adobe responded that an Intelligent PDF designation "doesn't preclude others from continuing to use existing category SMART Docs. This is just another option." 

Similarly in the mortgage industry there is the AI Ready standard for appraisal forms. Any vendor can create forms to the AI Ready standard, but those forms have to be approved by FNC and transported back and forth between the appraiser and vendor using FNC's AppraisalPort application. 

This standard, like a category-eight Intelligent PDF, is open in that any vendor can write to it, but it's proprietary in that the forms have to comply with FNC's technology. 

MISMO recently entered into a partnership with the Appraisal Institute to create common data standards that would eventually make the AI Ready standard moot. 
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WASHINGTON -- Adobe has offered its Intelligent PDF technology for the Mortgage Industry Standards Maintenance Organization here to adopt as a category-eight SMART Doc and all the MISMO subscribers were vote on the issue in the coming weeks at press time. 

The development has sparked a debate over the future of the electronic mortgage that started when Countrywide put Adobe's technology on the table at MISMO as a better way to embrace SMART Docs and e-mortgages. At press time MISMO was waiting on documentation from Adobe to settle various intellectual property issues, but will consider an Adobe designation despite the fact that this standards body has said in the past it will not endorse any one vendor's technology. 

In fact, MISMO started its MX Compliance program to stop vendors from even claiming to use MISMO without getting an official MISMO seal. Gabe Minton, vice president of technology for the Mortgage Bankers Association, sent out a strong message at the 92nd MBA annual last year, warning that vendors that claim they are MISMO compliant may in fact not be. 

"There is a registry on the MISMO website that lists which vendors have been certified," Mr. Minton explained. "Those claiming to be compliant should be on that list and if they are not, they are either not compliant at all or are in the pipeline." 

This stance has many shaking their head wondering why MISMO would even consider endorsing a vendor's technology after investing so much time and money to ensure the sanctity of the standard. "From a MISMO perspective, I don't believe that a standards body can abandon its mission of creating open standards," noted Brian Fitzpatrick, president of Lydian Technology Group. "It wouldn't be in the best interest of the industry to embrace one technology from one technology company. If you think about it, when we talk integration we don't say everybody has to use Microsoft because they have so cool messaging technology. 

"Every company is going to use technology that advances their efforts or that they have an investment. Let's face it, although the Adobe technology is sophisticated, it is not free and it is not cheap. The reality of the situation is that standards are supposed to forward the advancement of technology and innovation in an open fashion, and this is proprietary." 

"This is a pro in that it will drive adoption because it will get more awareness for MISMO and e-mortgages because people will be forced to evaluate if this is a good thing and if this is something they can deploy," said Todd Moncrief, vice president of business development at SwiftView. "However, there's nothing free about and there's nothing open about it either. There are barriers to entry that are almost impossible to overcome. In saying that, Adobe is not going to be able to provide an end-to-end solution for every fragmented part of this sector. It's just not what Adobe does. Historically, Adobe goes as deep as they can to pick up a lot of revenue and they move off to something else from there. As a vendor, we'll do well regardless. Adobe has to recognize that they can't take over the space." 

Mike Bridges, president of PaperClip Software, sees this as a big departure for MISMO. Nonetheless, the fact that subscribers will all be entitled to a vote is certainly a positive for maintaining a democratic process within MISMO at least. 

Mr. Fitzpatrick. said his concern is that, "If a standards organization lets one vendor in, they'll have to entertain all sorts of proprietary technology, which starts to dilute the message and chart of a standards body. A standards body should be embracing industry standards and building on them like MISMO has done with the use of XML. Sure other vendors could very well step up and ask why their technology hasn't been endorsed." 

"When you embrace a standards body and you create something like a logical dictionary, you invite bigger players in the market because you've handed over what used to be proprietary and added value where some vendors couldn't," said Mr. Moncrief. "However, this has never happened in the mortgage industry. Microsoft came in trying to be a vendor and a lender and sold out and shipped off. They couldn't get enough penetration from this fragmented market to get enough revenue to be able to cost justify the nuances of the lending space." 

"When you climb under the hood of companies like Adobe and Microsoft, you'll find that there is that critical component that they don't document and you find yourself locked into them," said Mr. Bridges. 

What will this mean for the future of MISMO as a viable standards body? "We did a major shift in our business a few years back to embrace MISMO because it was more important for our clients to be able to have the choice in the technology that they use and get rid of proprietary data standards from one vendor, to the next, to the next," answered Mr. Fitzpatrick. "That's going to go away and should go away. This would be a proprietary standard that we would have to write to, which is fine because we do that now when necessary, but in that context it dilutes the message of standards." 

"Adobe walked in the door claiming that Adobe is an open standard to get traction in this market, but I don't know how open it is when tools will have to be built to access that standard that will have to be built by Adobe or some other company to support that, which would allow Adobe to get licensing fees," concluded Mr. Moncrief. 
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What exactly does the MBA and its MISMO subsidiary mean by open standards and SMART Docs? In our first part of a two part series on MISMO, we will discuss a heated debate currently going on to add a new category of SMART Doc. This debate is particularly crucial because as the industry moves to an electronic world, this new category provides lenders with another option for going electronic that uses Adobe PDF with a twist. 

As background, SMART Docs are Securable Manageable Archivable Retrievable Transferable Documents. SMART Docs are a critical component in embracing electronic mortgages and lights-out processing. The industry is headed to a point where the collection of the borrower's data and generation of a 1003 will be done electronically, disclosures will be generated electronically and e-signed by the borrower, processing and underwriting will be triggered and executed electronically using technology that employs predefined business rules, all closing docs will be rendered and signed electronically, title will be automated and available to all parties instantaneously, and finally all that data will be assembled into SMART Doc format to deliver it to the warehouse bank with an electronic credit package that will all be electronically sent to the investor. 

Given that the all-important note that goes on to the investor is key in this process, it becomes important for the lender to dedicate resources to get the e-note into a format accepted on the secondary market. Right now there are seven categories of SMART Docs and both GSEs have published e-mortgage specs that dictate that they will accept category one SMART Docs. 

A New Breed of SMART Doc 

Enter Adobe Intelligent Documents. Countrywide and MERS are actively pushing MISMO to add a category eight SMART Doc that uses the Intelligent PDF technology. This is important to lenders because if passed it will give them another option to consider when going electronic. 

According to Adobe, Intelligent PDF combines XML and Adobe PDF. However, there are other issues to consider. Namely, Adobe is a vendor and the mortgage industry would have to license their technology. MISMO has always been an open standard that is dedicated to making sure that the industry is not beholden to any one vendor. 

In Adobe's defense, the company has stated that "Adobe has a tradition of establishing, supporting, and promoting standards. Adobe is an active member of key standards bodies, working groups, and industry associations that develop standards - including XML-based industry standards." 

Actually, Adobe has established the PDF/X Standard in conjunction with the Committee for Graphic Arts Technologies. The standard is in place to allow for the reliable delivery of press-ready, high-end color advertisements. In addition, PDF is used as an archiving standard for auditors, lawyers, records managers, archivists and record creators and users. As such the standalone PDF is legally enforceable. 

Mortgage Industry Nuances 

While PDF itself is very recognized and reliable, Intelligent PDF is a different story. PDF is a static picture of a piece of paper. Many mortgage institutions use PDFs to image documents as a way of going paperless today. However, a SMART Doc is not a static photo or image, it is a dynamic document. As described earlier, there are several steps and layers of data that have to be added to the note before delivery to the secondary market. This is where Adobe Reader and Adobe XDP and XFA come into the picture. These technologies are required to upgrade a PDF to the level of a SMART Doc. 

The Reader is required to view the SMART doc. Beyond simply reading the PDF, the XDP format allows the data to be transferred back and forth into a PDF format. Why is this needed? With the XDP format the PDF documents can now successfully operate directly within XML workflows because the XDP format provides a means for selectively expressing a PDF document in an XML compatible manner without loss of information. 

In addition to providing a format for expressing data, the XDP format also has the capability to host arbitrary content. This capability to host arbitrary content is also a feature of PDF. In particular, XDP is an XML-based format with an open content model; the format itself does not prescribe a closed set of content that is allowable, and can therefore be arbitrarily extended, hence it can be adjusted as new data is added to the SMART Doc or as old data is revised. 

Beyond the XDP format, an XFA template is required to continue the upgrade. XDP distinguishes between content defined in the template, and that which is defined later, for example when data is merged with the template or values filled in by an end-user. XFA in this case serves as a binder of data. Data and template structures often don't match. As a result, XFA processing defines default binding rules. In other words, it doesn't need to alter the structure of either. Naturally though, user-initiated changes to the data will be reflected if the data is saved. Unbound data values and groups (those that don't have matches in the template structure) are preserved and won't be lost or moved. 

These three technologies are required because notes have to be viewed, altered and rendered depending on individual state regulations. Further, while PDF is legally binding, Intelligent PDF is new and proprietary technology owned by Adobe. 

As it Stands Now 

Factions within MISMO are actively debating the pros and cons of going down this road. A whole day of the MISMO face-to-face meeting in March of this year was dedicated to this debate. From a legal standpoint, MISMO is reviewing documents provided by Adobe to ensure that the technology is and will remain open and not proprietary as this article goes to press. 

"In terms of a uniform electronic document standard, right now Adobe Intelligent PDF may be added," said Harry Gardner, senior director, industry technology at the MBA, Washington. "One of the issues there is that the industry has spent a lot of time and money developing to the existing XHTML SMART Doc spec. If we add PDF folks will have to spend additional money. A regular PDF is more of a page image, but the Intelligent PDF gives the Adobe PDF the ability to have an XML data payload embedded into it, just as a SMART Doc can have data in the view linked to the XML data section. It's very similar to the category one SMART Doc where you have a view section, some mapping that maps the elements in the view to the underlying XML data and ties everything together tightly, which is why we're reviewing it. 

The Pros of a PDF SMART Doc 

Industry familiarity with PDF is a big selling point to those that support the addition of this new SMART Doc category. "To me it's just a matter of defining if Adobe is in compliance with the nature of a SMART Doc," said Greg Smith, president and CEO at imaging/workflow vendor Advectis, Alpharetta, Ga. 

"If they are why not add a new category?" he asked. "From there, we need to decipher if there are any ancillary issues in procuring this technology from one company. If we're trying to figure out how we can move this e-mortgage thing along, we need to make something that can actually get used. 

"The C-Level executive is confused about SMART Docs," noted Mr. Smith. "If we can say to them that we can do some of the stuff we've been talking about for the past three years with a PDF, the C-Level executive will be more onboard because they know what a PDF is. In the end, even if Adobe starts charging through the roof we just stop using it, but now we've proven that we can increase efficiency and bring down costs with an Adobe SMART Doc, so it's a short putt to get back to a pure XHTML format." 

"It will bring some additional validity to the whole SMART Doc process," added Todd Luhtanen, president and CTO at origination vendor Dynatek and a member of the MISMO Governance Committee. "Most of the negatives are perceived problems because you have a company that has a vested interest in this technology that can hold the mortgage industry hostage through their technology. There is some validity to that concern but Adobe has a vested interest in satisfying their customers. They can't irritate all their customers even if they own the market. I think this creates the opportunity for competitive technologies to emerge, which is always a benefit to the consumer. 

"Another concern is that loans have to be stored for several years and if Adobe goes away so does the technology," he continued. "That's a valid point in that the choices we're making have to have some level of longevity. Even if Adobe went out of business those loans wouldn't disappear. We simply have to make sure that the technology can be preserved. This also solves the problem of dealing with legacy data without disrupting its integrity." 

The Cons of a PDF SMART Doc 

Naysayers are asking, Why? "I believe MISMO has an obligation to the industry to take a serious look at the new Adobe PDF Intelligent Document platform," pointed out Roger Gudobba, a senior principal at Wolters Kluwer Financial Services and a member of the MISMO Governance Committee. "Since this is thought of as a 'quaisi-open' standard it is important to examine all the legal, business and technology implications. It is being positioned as an alternative to the category one SMART Document and Wolters Kluwer Financial Services is prepared to support both XHTML and Intelligent PDF regardless. 

"However, will this require the industry to support two standards?" he asked. "What happens when someone proposes another format? Considerable time and effort has been spent by some to develop and start integration of the XHTML standard. Is there enough benefit to make this change now? In the end we have to ask what the compelling reason is to add a new standard. I haven't seen that justification." 

"MISMO is about community," added Patrick Hartford, senior business analyst at Wolters Kluwer Financial Services. "MISMO is about partners coming together in a safe environment to discuss industry standards. So, in the grand scheme of things the document format is a critical part of MISMO. If at the end of the day we choose to add Adobe to MISMO then we have two standards. I don't know of any standard that gives you choices. If you have choices why do you need standardization? Standards get people on the same page and if this is permitted to happen it will dilute the significance of MISMO." 

"You need a standard so you don't have to write to numerous specs," said a lender that did not want to be named as his company wants to be open to take either approach depending on how the issue plays out. "If you now introduce choices that will slow down adoption because now there's a choice within the standard. Right now this whole debate has already slowed adoption because everyone is waiting to see how it plays out before looking at their e-mortgage roadmap. I just don't see the justification for an added Intelligent PDF standard." 

In the end lenders like Countrywide would argue that it gets the industry closer to SMART Doc adoption because all you have to do is upgrade your existing investment in PDF but Intelligent PDF is very different and putting the industry in the hands of Adobe is potentially problematic. 

Going further, this is not about simple PDF, it's about industry standards, greater efficiency, e-mortgage adoption and secondary market conditions, which at present only allow for XHTML category one SMART Docs. 

MISMO is finally getting adoption, and e-mortgages are finally on lenders' roadmaps, so why reinvent the process when the industry is just now moving from the cart and buggy to the automobile? 
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COSTA MESA, CA -- There is a debate going on within MISMO to add an eighth SMART Doc category that would allow for a PDF format. Speakers at the 5th Annual NHEMA Business Technology Roundtable held here recently think opening the door to PDF may prompt great adoption. 

"The move to PDF may propel greater adoption because everyone in the mortgage industry uses PDFs," said Bill Moody, president and CEO of Lenders First Choice. "Right now all the e-mortgages being sold are hybrids of some fashion. 

"When you think about it, competition drives adoption," he continued. "Once someone does it and gets the value, others will follow." 

"The objective is to lower the cost to originate a loan," added Mitch Tenenbaum, chief technology officer at Guardian Mortgage Documents. "Not only are e-notes being closed today, but they are being sold on the secondary market as well. 

"A move to PDF could make even more players comfortable with e-delivery," he noted. "If you extract the elements that need to be recorded and automate everything else, you're halfway there today." 

While the industry's familiarity with PDF is an attractive draw to adding another SMART Doc designation, there are drawbacks as well. MISMO's mission has always been to create open standards that aren't proprietary, which may be complicated if Adobe is permitted to offer its technology as a vehicle to transmit SMART Docs. 

At present, MISMO is in the process of talking with both Adobe and a host of legal minds to ensure that if a PDF SMART Doc standard is initiated that it won't make the industry dependant on Adobe. 

Gabe Minton, VP of industry technology at the MBA, told the NHEMA audience he will not allow MISMO to move to a proprietary format on his watch. "There are advantages and disadvantages and we're looking hard at all the angles. 

"Regardless, there are going to be players that have to wait to adopt SMART Docs and e-mortgages because they don't have the budget. The big players like Fannie, Freddie, Countrywide, Wells Fargo and others are driving this right now. 

"Notwithstanding the cost, the ability to do lights-out processing will drive greater efficiency, lower costs and eliminate rekeying," he concluded. 

"We took an interim step and imaged all of our files," said Dale Smith, an information technology and regulatory compliance consultant. "We had no paper in the office and sold 50% of our files electronically to the secondary market. 

"In the end, the speed at which you can complete the transaction and payoff the warehouse line is critical," said Mr. Smith. "An e-mortgage will help you become more competitive." 
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It's hard to believe, but the humble SMART Doc[R] concept is almost 10 years old. For those of you who don't know the full history, the original SMART Doc concept was developed by Fannie Mae in the early days of the eMortgage movement back in 2001. Fannie Mae participated actively in the nascent MISMO[R] eMortgage Workgroup, and understood the potential significance of the SMART[R] document idea. 

Fannie felt it was important for the industry to be able to adopt it freely and openly, so the government-sponsored enterprise (GSE) met with Mortgage Bankers Association (MBA) staff and offered to provide the SMART Doc specification and concept to MISMO (the mortgage industry's premier standards organization and a wholly owned subsidiary of MBA) as an open industry standard for further development and refinement. 

The rest, as they say, is history--the eMortgage Workgroup (EMWG) continued to develop the SMART Doc specification, as well as substantial eMortgage reference information such as the eMortgage Guide, the eMortgage Closing Guide and more. 

These are still posted on the MISMO website (www.mismo.org)--they're freely available and contain valuable information on all aspects of the eMortgage process, written by some of the best minds in the industry. (While you're there, be sure to sign up for an e-mail list and, even better, become a MISMO subscriber company and support the work of MISMO.) 

The SMART Doc concept recently reached another milestone, as the patent that Fannie Mae applied for back in that early era was finally granted by the U.S. Patent and Trademark Office (USPTO). (I'll save the discussion on the glacial pace of USPTO technology patent reviews for another column.) Fannie Mae again contacted MBA/MISMO to express its willingness to license the patent to the industry, royalty-free, under the terms and conditions of the MISMO Intellectual Property Rights policy. 

The SMART in SMART Doc stands for Securable, Manageable, Archivable, Retrievable and Transferable--the key features needed in an electronic document format for use in the eMortgage world. The SMART Doc specification was developed to provide some specific capabilities that were not easily or fully available in any other eDocument format, especially back in 2001. 

First, we wanted to use freely available and open standards, which led to extensible markup language (XML). This fulfilled the second desire as well--that it would use a format that was human-readable, to ensure that regardless of the long-term evolution of technology. eDocuments created today could always be decoded. This is essential, if you think about how hard it would be to open the file formats of software from 30 years ago--say, an old Lotus 1-2-3 spreadsheet. Because XML tags are human-readable, the legal information on an eNote will be available forever by using a simple text viewer, even if a SMART Doc-rendering engine is not still around. 

Perhaps the most important aspect of the SMART Doc format is that it combines a "View" section (to duplicate the look of the paper form on-screen) with a "Data" section (to provide XML data that systems can read and process automatically). 

There are five categories defined in the SMART Doc Version 1 (SDV1, for short) specification. Category 1 is the most complex: The View must use extensible hypertext markup language (XHTML), and every data element in the View must be "mapped" to a corresponding data element in the Data section to enable automated validation. The remaining categories provide various options for less-stringent requirements. 

Category 2 is an XHTML View only; Category 3 allows any image file format in the View, plus an XML Data section: Category 4 is an image View only; and Category 5 is XML Data only (no View). So when you hear of someone using a SMART Doc Category 4, that means they're taking an image file (say. an Adobe[R] portable document format [PDF] or a tagged image file format [TIFF]) and wrapping it in the SMART Doc wrapper only--very different from the Category 1 format. 

MISMO also defined an ePackage XML specification back in those early days, to provide a standardized method for SMART Doc files to be packaged and moved between business partners. 

The original SMART Doc spec was a landmark accomplishment, and has achieved widespread adoption for eNote closing and electronic delivery--more than 180,000 eNotes have now been registered on the MERS[R] eRegistry. However, SDV1 allows only one View section per document, making it a challenge to support eRecording and eNotarization processes, where additional information must be added to the existing tamper-evident sealed document, and the View of the signed document may change due to the addition of the notary's stamp and seal information, for example. 

This is partly why today's real-world eMortgage implementations usually contain a variety of formats--a SMART Doc eNote, eSigned PDF files for other closing documents, and sometimes a paper security instrument for paper recordation if the recording jurisdiction does not yet support eRecording. 

In 2009, MISMO first published a sweeping new set of data standards called the Version 3 Reference Model, which is based on XML schema instead of the old document type definition (DTD) format. In parallel with the development of MISMO V3, the eMortgage Workgroup has been hard at work developing a new SMART Doc specification that is integrated with this new and improved standards platform. 

SMART Doc Version 3 (SDV3) combines the old ePackage and eDocument concepts into a single specification, with a number of improvements over VI. (Note: To avoid confusion and stay aligned with the MISMO data standards, the EMWG decided to skip a Version 2 release and jumped straight to SDV3.) 

SDV3 is a more general, universal eDocument format than SDV1. It's completely based on the V3 Reference Model, providing a very well-organized structure for content as well as messaging. In fact, the V3 document/message structure is now the same for eMortgages as for the process-area workgroups like tax, title, flood, etc.--they use the same structure for their "request/response" messages to move data packages between business partners. 

Within the V3 schema, there is a consistent structure that provides space for "sets" of things (to allow grouping), and then for the individual things themselves. So in SDV3, the structure can contain one or more sets of documents, with each set containing one or more documents and each document containing one or more Views. 

This structure opens up some flexible options for what is contained in a V3 SMART document. You can store multiple image files (of any format) inside one SMART Doc--perfect for a standard eAppraisal format (one SMART Doc containing many digital-image files plus standardized data about a property) or a container to hold scanned PDF or TIFF images of paper borrower docs like pay stubs and bank statements. 

Alternatively, one SMART Doc might contain multiple Views of a single eDocument--say, the original deed of trust, a later corrected version, the signed version, and then the recorded version with the eRecording information added. By using selective tamper-sealing, you can add a new version later without "breaking" the tamper-evident seal of an existing version. 

The new structure can contain a collection of SMART Docs within one document set, so it could hold an entire set of closing docs, replicating the ePackage concept. 

SDV3 also offers improved eSignature support; any eSignature technology can be used (click-sign, signing pad, biometric or public key infrastructure [PKI] digital certificate), and there is more extensive support for signer roles to be defined. 

Finally, every document inside a SMART Doc V3 has a MISMO-standard Extension element, allowing the addition of custom data elements in a consistent, standardized format. 

The full value proposition of eMortgage includes the efficiencies gained in moving from paper to electronic documents, as well as the data quality and transparency that come from fully intelligent eDocuments, containing View plus Data. SMART Doc V3 provides a universal format for all eMortgage documents for consistent, intelligent processing and validation in all stages of the mortgage process, taking us a big step closer to achieving the full value that's awaiting us. 

Harry Gardner is chief strategy officer for SigniaDocs, a Dallas-based eMortgage and document solutions provider, and is chair of the MISM Residential Governance Committee for 2010 can be reached at hgardner@signiadocs.com 
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Fannie Mae has taken a step toward dispelling the notion that they're moving into the technology space to take over the market by updating its electronic mortgage specs to include open standards such as MERS and MISMO. 

Both GSEs have been very active with the MISMO movement from the start but when Fannie Mae declared that it was open for business to accept e-mortgages MISMO did not appear in its spec. "The old guide was three years old and at that time MISMO had not finalized the SMART Doc specification," explained Mark Oliphant, director of the e-mortgage program at Fannie Mae. "This is just a natural evolution in the Fannie Mae e-mortgage process. 

"We had instructions in our old guide on how to do an RC5, or a Release Candidate Five, of the SMART Doc spec," he said. "Since that point MISMO has published the final SMART Doc specification so our new guide reflects that we accept the current MISMO specification. We've been accepting it for years actually, but it was never published in the official guide. 

"We didn't want to publish a new version for just that one piece, but now that we are updating it we want it to reflect our acceptance of MISMO," Mr. Oliphant pointed out. "The e-note has to be in accordance with the MISMO SMART Doc standard for us to accept it." 

The real reason for the updated guide was to cement Fannie Mae's endorsement of the MERS eRegistry. "The major update was reflective of our support and systems integration with the MERS eRegistry," described Mr. Oliphant. "Now the Fannie Mae delivery systems are integrated with MERS. Our old guide had reflected the interim registry. This new guide signals the official shift to the Fannie Mae integration with MERS. We had to put that into the guide because it's a requirement for lenders to register their e-note with MERS before they can deliver them to us. 

"This is the first step in retiring the Fannie Mae interim registry," he reported. "We now have to work with the lenders that have been using that platform to ensure a smooth transition." 

In terms of open standards, the new guide also includes a uniform e-note standard that both GSEs have agreed on. "We also worked with Freddie Mac to create a uniform e-note instrument," said Mr. Oliphant. "Just like we worked with Freddie Mac on the traditional paper note forms to have uniformity, we now have a uniform e-note instrument that has language that both Fannie Mae and Freddie Mac have agreed upon. That new e-note language and how to create that e-note are in the guide update." 

There are also specs that speed the time between closing and registering a loan. "When the lender closes the loan or has someone close the loan on their behalf there can be a gap between the time the note is signed and the time it's registered on MERS," noted Mr. Oliphant. "The gap used to be five days. The origin of that five-day gap was that we didn't have experience we wanted to leave some leeway. 

"Three years later, in working with several lenders, we've discovered that there's a risk when you extend that timeframe, so we wanted to bring it down to something that was close to zero, but still gave lenders the time to do the things that they need to do on their end," he continued. 

"As a result, we've shortened that gap from five days to one," pointed out Mr. Oliphant. "In fact, that's still generous because most of the e-closing instruments being developed are registering the note immediately after closing." 

In addition, the new guide supports the efforts of both the Standards and Procedures for Electronic Records and Signatures group and the Security Identity Services Accreditation Corp. And that's not all because the guide itself will continually be changing over time, according to Mr. Oliphant. 

"This is a living, breathing guide," he concluded. "We have to adjust to the market and we plan to stay on top of that." 
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WellFound Decade and PaperClip Software have partnered to provide what the companies are calling the industry's first solution for simultaneous loan data and document delivery. The technology is expected to be one step toward SMART Doc acceptance. 

This partnership makes it possible for lenders to electronically deliver both data and documents to the exact specifications of correspondent mortgage lenders. With data and documents merged into one, lenders will be able to deliver loans to investors via a simple two-click process. 

Combined electronic data and document delivery will reduce the time and cost to deliver loans to correspondent lenders/investors, according to the companies. Specifically, time is expected to reduce from five days to one, and costs are expected to be a fraction of those currently experienced through paper-based processes. 

For Jacksonville, Fla.-based WellFound Decade's customers that don't have the ability to do document imaging, PaperClip's VirtualLoanFolder solution will be offered as a seamless, add-on service to WellFound Decade's InvestorExpress data delivery software. InvestorExpress will leverage Hackensack, N.J.-based PaperClip's technology for document imaging and document exchange, and will collect and deliver the data and documents to investors. 

"We are proud to have selected PaperClip Software as the first partner for our InvestorExpress solution," said Brian K. Fitzpatrick, president of WellFound Decade. "Not only does PaperClip have the technology to enable lenders to efficiently image documents, but their technology also organizes documents in the order and format that is required by the investor. 

"Our InvestorExpress solution already provides the data in the format that investors want it, so the combination means that the data and the documents are both in the investor's format of choice," he continued. "It's a very elegant solution because it gives investors everything they want, exactly the way they want it. Ultimately that means that funding happens faster and costs are reduced for all involved." 

Both PaperClip Software and WellFound Decade have established relationships to deliver data electronically to major investors, which makes seamless data and document delivery possible effective immediately. 

"The strategic relationship with WellFound Decade introduces the first document and data clearing house for the mortgage industry," noted Mike Bridges, president of PaperClip Software. "This exchange service will reduce the burden on IT departments trying to deploy communication solutions allowing them to focus on internal systems exploiting the new docs and data feed. 

"This new service highlights ease-of-use, reduced cycle time while providing an overall cost savings," he concluded. "We are excited to be a partner in change which has dramatic benefits to the mortgage industry." 

WellFound Decade is a provider of standards-based business integration software, with a primary focus on the financial services industry. The firm's software serves companies of all sizes by improving connectivity and collaboration throughout the enterprise. 

WellFound Decade's flagship product, the Mortgage Integration Foundation, makes it possible for companies to rapidly integrate their current internal systems, users and external partners to produce an end-to-end mortgage lending process from origination through closing, to servicing, secondary markets and default management. 

PaperClip Software develops and markets products and services that organize, manage and communicate documents, images and workflow for a wide range of mortgage-related users. Established in 1991, PaperClip has a customer base that includes small and midsize organizations as well as Fortune 1000 multinationals. PaperClip markets its products through an international network of authorized PaperClip resellers. 
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ORLANDO, FL -- While the days of an investor accepting a SMART Doc and a full electronic closing environment are not quite there yet, electronic disclosures are paving the way. 

Panelists on the future of e-disclosures at the MBA National Technology in Mortgage Banking Conference & Expo here talked about how e-disclosures are the first step in getting toward a complete e-mortgage. "E-mortgage technology does exist and doing it on the front end will prepare the customer for the future," said Michael Laurie, vice president-strategic planning at Silanis Technology. "E-disclosures are the easiest place to start the road to the e-mortgage." 

Also, for the lender the actual benefits of this technology are both tangible and quantifiable, which makes it an easier sell even with the most risk-averse lenders. "Everybody talks about lowering costs but on courier fees alone required to ship out the disclosures justifies this technology," said Mr. Laurie. "Also, it obviously saves on time, which means the lender can spend more quality time with their borrowers or more actively scout for new leads and more volume." 

"We have been very active trying to get adoption in this space for some time," said Phil Huff, president and CEO of eLynx. "The technology with our system and others is such that we can integrate with the POS or LOS to capture the docs electronically and send them off through the Web. 

"From there the borrower has several options," he continued. "The disclosure can be printed, wet-signed and faxed or the borrower can do an electronic signature online." 

In order to be compliant with E-SIGN legislation the borrower has to be able to view consent and opt out at any time. 
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ORLANDO, FL -- After much hard work and a lot of debate, the first stage of the MISMO compliance program will be launched at the MBA National Technology in Mortgage Banking Conference & Expo here. 

At last year's MBA technology show a compliance program was promised in summer 2004, at last year's MBA annual show in October a compliance program was promised in the beginning of 2005, and now at this year's MBA tech show the beginnings of a MISMO-compliance program will take form surrounding just the actual data, with SMART Doc and e-mortgage compliance still in the works for an undisclosed later date. 

"The MX compliance that will be released at the MBA tech show is now surrounding just the flow of data," said Roger Gudobba, senior principal, strategic business development at VMP Mortgage Solutions and chairman of the eMortgage Alliance. "By the time we get to doing SMART Doc MISMO compliance, it will be more difficult. SMART Doc and e-mortgage MISMO compliance will be a hot button on Gabe's list, but that's down the road. However, MX compliance for a SMART Note could be done in a year, but when you get into other documents there are a lot of variations." 

"We're working on a MISMO-compliance and certification program," said Gabe Minton, vice president of industry technology at the MBA, in an interview with National Mortgage News sister publication Mortgage Technology. "We'll start out certifying the data side of MISMO and move to e-mortgages later in the year. 

"Right now we're researching how much of the MISMO-compliance effort we'll do in-house and how much will be done by working with a consultant," he continued. "What we'll do is have an import version and export version. Companies will also either say they want to be MISMO-compliant or MISMO-compliant with extensions whereby the company added extensions to MISMO in a compliant fashion because MISMO has design guidelines that allow for it to be extended in a very readable and reusable fashion. 

"I feel most companies will likely apply for the MISMO-compliant with extensions seal," noted Mr. Minton. "I'm much more interested in hitting 80% of the data in the industry and letting people play with the other 20% than trying to hit 'everything and the kitchen sink' because the standards will always trail new products and data. All the new applications and innovations really need to be rolled out first and MISMO can react to that by maybe standardizing the data and transport specifications of these new innovations." 

Also, mortgage players will need to certify if they're reading or writing MISMO. For example, a MI company will want to certify that they're reading MISMO-compliant files and a credit company might want to certify to write a MISMO file so they can write MISMO-compliant files and send them to someone. 

The MISMO certifications will be run annually, according to Mr. Minton. "We'll set up a system whereby if companies don't change their interface within their first year, the process to get certified again will be minimal. Also, if credit comes up with new standards within that year we won't force the MISMO-compliant credit companies from the previous year to update to the new standard. Instead we'll certify that they're compliant with the previous version," he said. 

Mr. Gudobba sees this as a big step forward for MISMO and the eMortgage Alliance. We have some new members and we're constantly getting new people. You have to be a MISMO member to be in the eMortgage Alliance now, which is helping us and MISMO a great deal," he said. "We at the eMortgage Alliance want to support all e-mortgage initiatives. We're building the alliance up right now, taking out a booth at the MBA tech show and trying to get the word out." 

In fact, in June, MISMO will release a new specification for SMART Docs, according to Patrick Hartford, vice chairperson of the MISMO E-Mortgage Workgroup and senior business analyst at VMP. "Specifically, MISMO will have a new doc type to add more functionality to the SMART Doc," he said. "We're adding in the new data elements to support HUD-1 for example. Also, VMP has been a large contributor to this initiative and will be right there ready to release docs with this MISMO announcement." 

"To go back, a new Doc Classification Workgroup in MISMO formed," explained Mr. Gudobba. "It was spun out because when you start looking at all these docs you really need a standard label. For example, there are docs that might have different names depending on the lending institution. This move will help us to standardize the docs being passed from party to party. It's a big task because there are a lot of docs. 

"When you add a new workgroup within MISMO you have to go to the governance committee and get approvals," he said. "We're going to have a face-to-face soon to move this along. The industry is going to be really good for this MISMO initiative. In actuality this industry looks very simple, but it's very complex." 
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DocuTech has chosen MBA's National Technology in Mortgage Banking Conference & Expo to launch an initiative to provide lender customers with compliant mortgage documents in Spanish. 

In partnership with a yet-unnamed GSE "and several large lenders," DocuTech expects to be in production by June 2005 with disclosures and closing docs for seven different loan programs. Currently slated to launch in California, the initiative is expanding rapidly to provide compliant Spanish-language documents for 14 different loan programs for all 50 states. The initiative "will move right into SMART Doc compatibility," DocuTech founder and president Ty Jenkins told National Mortgage News and will address high-cost issues sensitive to Hispanic borrowers. 

"The growth of the Hispanic mortgage market is substantial, and it will only continue to grow exponentially," said John Alexander, DocuTech's executive vice president of sales and marketing in the announcement, exclusively released to NMN for this pre-conference issue. "We recognize this growth and the impact it is having on our industry and have dedicated resources to effectively alleviate some of the barriers that currently exist in serving the Hispanic market through our new Latino Initiative." 

The announcement cited the National Association of Hispanic Real Estate Professionals forecasts that over the next 10 years 40% of all new homebuyers in the United States will be members of minority and immigrant groups, with half as native Spanish speakers. By 2050 Hispanics are expected to comprise 25% of the total U.S. population. 

While some other initiatives have chosen to prepare bilingual Spanish-English documents, "We made the decision that we're going to issue a set of documents in English and a set in Spanish rather than doubling the size of documents by printing them in bilingual form," said Mr. Jenkins. 

The DocuTech initiative also tackles the thorny issue of automating the translation process. In order to do that, he said, DocuTech worked to identify "and struggle in detail with 125 terms" that involved the sensitivities and cultural variations of different Latino subgroups. "We narrowed that down to 10 terms," he told NMN. "We are working on our glossary with different experts, and once we get our glossary in place, DocuTech will be ready to start publishing Latino forms." The system, which will include a Spanish spell-check feature, "will take the document form and translate it," he said. "Then we will go through the documents manually to make sure all the terms are correct." 

DocuTech will warrant compliance for the Spanish versions of the 40,000 different forms it offers. "Everything goes through our compliance counsel," said Mr. Jenkins. "We have spent a considerable amount of time to make sure the forms will be compliant with state and federal law." He said he was not aware of any case law involving issues of language translation in mortgage documents. 

Since 1991, DocuTech Corp., Idaho Falls, Idaho, has provided compliance services and documentation technology for the mortgage industry. The company boasts the largest, most complete document library in the industry, customizable to investor, federal, state and municipal requirements. DocuTech's eLender Advocate website was given the "Outstanding Mortgage Website of the Year" Award for 2004 by NMN's affiliate, Mortgage Technology. 
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Many lenders are investing heavily in an imaging system as a vehicle to go paperless with the hope of moving toward a complete electronic mortgage down the line. While imaging is merely an interim technology, it is a small step toward SMART Doc industry acceptance. 

A SMART (securable, manageable, archivable, retrievable, transferable) document locks together data and presentation in such a way that it can be system-validated to guarantee the integrity of the document. SMART Docs are expected to enable lights-out downstream processing to deliver the savings promised with full electronic mortgages. 

"It's one of the cornerstones of the e-mortgage process," said Dave Williamson, senior vice president of technology and strategic initiatives at The Performance Group, Concord N.H. "In terms of adoption, you're looking at the typical seven- to 10-year adoption cycle." 

Mr. Williamson expects that once the GSEs jump on the bandwagon, the industry will follow. "Freddie is developing its standards for e-notes and Fannie is open for business," he said. "If you can sell those notes quickly, the benefit is there. 

"When you talk about faster turnaround you're talking about more capital. In the end, the SMART Doc really allows a quick turnaround of that capital," reported Mr. Williamson. 

Right now many are experimenting with this technology on the front before going end-to-end. "A lot of people are experimenting now with disclosures," said Mr. Williamson. "HELOCs are much simpler and they'll be the first to bust out. You'll see an e-mortgage HELOC before purchase. 

"We conducted a survey in December on outsourcing and one question asked was what lenders' key technology initiatives were," he continued. "We found that document imaging was in the top three. A lot of people have tried to make it work but it's only worked in servicing right now. It's now moving to the front end." 

Why the concentration on the servicing side? "As soon as you start collecting paper you image everything from start to finish and save, but the real payoff was in servicing because you handle the file so often during the course of servicing because you're holding it four to 12 years," answered Mr. Williamson. "Now correspondents are getting better pricing so it's moving closer to the point-of-sale. 

"Going forward, you'll see a hybrid file as people transition from images to SMART Docs," he noted. "Until Fannie and Freddie get set up to buy these in great numbers, you'll see slow movement. 

"Also as people move to service-oriented architecture there will be more opportunity to plug and play to allow for more technology innovation and more open competition," Mr. Williamson concluded. "If you look at the list of MISMO subscribers, everybody is involved in the SMART Docs sessions right now because if they don't innovate they won't have a business in five to 10 years." 
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FRASER, MICHIGAN-BASED VMP MORTGAGE Solutions Inc. and Logan, Utah-based Ingeo Systems Inc. have formed an alliance to help increase the efficiencies of electronic document preparation. Through the new relationship, Ingeo will integrate VMP's electronic documents into Ingeo's Electronic Recording System, which will allow Ingeo to give the industry access to a start-to-finish solution for processing and recording electronic real estate documents. 

Ingeo's ePrepare product, the document preparation tool in its Electronic Recording System, uses SMART doc (securable, manageable, archivable, retrievable, transferable document) standards and allows digital documents to move quickly and easily between individuals for review, editing and approval, according to the company. ePrepare allows for electronic signatures, notarizations and payment, along with secure electronic transmission, guaranteeing document integrity during the handoff to the recording office for official recording. The use of VMP's content in the electronic document recording process adds another level of assurance for lenders and recording offices. 

"This is an exciting alliance," said Todd Hougaard, Ingeo's president. "The integration of VMP forms into ePrepare confirms our continued commitment to offer the most cost-effective and efficient solutions to our clients." 

Ingeo's Electronic Recording System is already in use, serving recording offices representing more than 10 percent of the U.S. population. "This agreement with VMP greatly expands the opportunities for mortgage lenders, servicers and service providers across the nation to take advantage of electronic recording," Hougaard said. 
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MINNEAPOLIS -- MISMO([R]), the not-for-profit data standards subsidiary of the Mortgage Bankers Association (MBA), has presented one of only two Staff Appreciation Awards it hands out each year to Abdias Lira, principal software architect with Wolters Kluwer Financial Services' line of VMP Mortgage Solutions. 

Lira was selected by MISMO at last week's MBA Annual Convention in San Francisco to receive the award based upon his deep involvement with SMART Doc([R]) specification and guidance. He has led the development of the new SMART Doc Version 3 specification that will be released in 2009 and has been a key leader of the MISMO Version 3.0 architecture development process and the increasingly relevant eRecording and eNotarization specifications and guidance. 

"MISMO is very fortunate to have so many hard working and dedicated volunteers like Abdias who contribute their time and expertise year after year," said Harry Gardner, president of MISMO and vice president of industry technology with the MBA. 

"I am extremely proud of Abdias' contributions to MISMO and his work to help further advance the e-mortgage initiative within the financial service industry," said Jay Levine, vice president of Development and chief technology officer for Wolters Kluwer Financial Services. "Abdias' forward thinking and hard-driving efforts in this space typifies the subject matter expertise behind all of Wolters Kluwer Financial Services' solutions." 

Lira is a member of the MISMO Governance Committee; vice chair of MISMO's eMortgage Workgroup and an active participant in several other MISMO workgroups. He has been with Wolters Kluwer Financial Services and VMP Mortgage Solutions since 2001. During that time, he has played a key role in the design and development of the company's compliance technology solutions for the mortgage industry. 

About Wolters Kluwer Financial Services 

Wolters Kluwer Financial Services provides best-in-class compliance, content, and technology solutions and services that help financial organizations manage risk and improve efficiency and effectiveness across their enterprise. The organization's prominent brands include Bankers Systems, VMP([R]) Mortgage Solutions, PCi, GulfPak, Desert Document Services([R]), AppOne([R]), GainsKeeper([R]), Capital Changes, NILS and AuthenticWeb[TM]. 

Wolters Kluwer Financial Services' solutions include integrated and stand-alone compliance and workflow tools, documentation, analytics, authoritative information and professional services. Customers include banks, credit unions, mortgage lenders and securities and insurance organizations of all sizes throughout the United States. For more information on Wolters Kluwer Financial Services, visit www.WoltersKluwerFS.com. 

Wolters Kluwer is a leading global information services and publishing company. The company provides products and services globally for professionals in the health, tax, accounting, corporate, financial services, legal and regulatory sectors. Wolters Kluwer has annual revenues (2007) of [euro]3.4 billion ($4.8 billion), maintains operations in over 33 countries across Europe, North America, and Asia Pacific and employs approximately 19,500 people worldwide. Wolters Kluwer is headquartered in Amsterdam, the Netherlands. Visit www.WoltersKluwer.com for information about our market positions, customers, brands and organization. 
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Web Based Loan Documents Speed Application Process 

HOUSTON -- Encomia, a provider of end-to-end eMortgage technology, announced today that it is offering eDisclosures, along with a free eSign 1003, designed to speed up the residential mortgage loan application process by enabling borrowers to review and sign their upfront disclosures and loan applications online. 

Encomia's eDisclosures enable brokers and lenders to create an electronic loan document package in their loan origination system (LOS) and post it online for signing in SMART Doc format. Lenders will save time and money by eliminating considerable amounts of paper and overnight shipping costs. Additionally, the company will provide the eSign 1003 service to mortgage brokers and bankers at no cost, enabling both to try it risk free. Users can upgrade to electronic disclosure delivery for a small, per-application transaction fee. 

This new technology also makes the lending process easier for borrowers. A link to the application and disclosures is sent to borrowers by e-mail, allowing them to review and sign the documents when convenient. 

The company's eDisclosures also ensure compliance. Brokers and lenders can verify the borrowers' completion of the documents online to ensure disclosures are viewed within the mandatory three-day window. The proven and secure process includes borrower identity verification and secure delivery. 

"eDisclosures are a great way for lenders to save time and money when it comes to getting documents reviewed and signed in the application process," said Andrew Dubinsky, president and CEO of Encomia. "They will get borrower commitments faster, while making sure disclosure requirements are met. eDisclosures are also the first step on the road to eMortgages, as more and more lenders choose to sign part or all of the loan package electronically." 

About Encomia 

Houston-based Encomia enables mortgage lenders to more cost-effectively and efficiently originate mortgage loans by enabling lenders to process mortgage loans electronically, from end-to-end, on a large-scale basis, regardless of document format. The company's Encomia eMortgage Solution provides financial institutions with a comprehensive tool kit for full eMortgage including the creation of SMART Docs, electronic signature capability and secure document archival. Encomia's solutions are compatible with a number of third-party technologies, are adaptable to institutional standards and can be implemented in a manner that allows for gradual eMortgage adoption. To learn more about Encomia, its products and services, please contact Brian Davenport, senior vice president of sales at info@encomia.com or visit the company's Web site at http://www.encomia.com. 
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While there has been a lot of debate over PDF vs. Category One SMART Docs, investor acceptance of e-notes, etc., a handful of lenders are selling e-mortgages today with great results. One midtier lender that is among the e-mortgage pioneers selling Category One SMART Doc e-notes to the secondary market is First Houston Mortgage. 

"We had developed our own internal paperless process up to closing," noted David Zugheri, president of First Houston. "However, we had a hard time with closing, so we contracted with a vendor to come in with the e-note and SMART Doc piece to complete our paperless process. The vendor, Encomia, gave us the missing link. 

"We're not a big company. We're 10 years old and we do $30 million a month. We're small potatoes to everyone. The vendors are all gunning for the Wells Fargos and the mainstream is waiting on e-mortgage adoption until those heavyweights go first. 

"We took a leap of faith with Encomia because they took a leap of faith on us. Today I can walk into a title company and get them to be e-mortgage ready because I'm ready. We're also an approved Fannie Mae seller, which helps us." 

What's the difference between going paperless and adopting an e-mortgage process? "Everybody claims to be paperless but nobody says what they do," answered Mr. Zugheri. "I went to my doc prep to get e-signing and they said, 'Well, we're working on it,' but despite that response they still claim to be paperless. 

"The e-mortgage today really starts with imaging. I centralize processes from decentralized locations with imaging. It works in such a way that the borrower e-signs an application and it comes into us. When a borrower faxes things like W-2s to us, they are converted to PDFs. Most mortgage companies hit print because it feels good, but we don't. We store everything online and everyone is happy to read off of a PDF." 

First Houston viewed the transition from a paper world to an electronic world as a necessary transition that they had to make. "We papered out at the document preparation, but not anymore," stressed Mr. Zugheri. 

"We take in everything from our third-party relationships and convert it to a PDF, electronically stack everything and send a PDF in Countrywide's stacking order to them electronically. The borrower wet signs and the title company sends the package to us. We image it to a PDF, put it in the right stacking order and deliver it to Countrywide. It's not a SMART Doc but it's paperless from end-to-end." 

First Houston also sends Category One SMART Docs to Fannie Mae, dispelling the notion that it's hard to work in two worlds or two formats when selling a full or hybrid e-mortgage. "It's got to be simple," noted Mr. Zugheri. "For Fannie Mae, we sell the servicing to GMAC and just send Fannie the e-note. We send Fannie Category One SMART Docs." 

Beyond the hard-dollar savings, increased efficiency and shorter cycle times, there is also value to the borrower when their lender embraces e-mortgages. "Borrowers can view their paperwork online in real time," said Mr. Zugheri. "Who has the time to read 94 pages at closing? After a combination of interest carry and other factors, we saved $250 a package by adopting e-mortgages. 

"Further, to run a mortgage operation it takes several million dollars in just warehouse lines. I have friends going out of business because everything they have is going into the warehouse line so they can't afford any buybacks. If I can take my delivery from 15 days to five, I can take half of my money out of the company because I'm paying my warehouser less, and still fund the same amount of loans." 

Encomia describes First Houston as a very aggressive player. "They're very forward thinking in terms of technology," said Drew Kreiger, COO of Encomia. "They were looking for a solution and their size allowed them to be very agile. They get it. 

"We're essentially automating a document path. For the lender the vault is behind the certain. We actually call it a data path once the lender has integrated it into their process and the title and settlement parties are onboard. 

"Most of our clients save between $250 and $500 a file. David was very progressive prior to choosing Encomia, which is why they only saved $250 a file. When you go from a 14-day funding event to just two days, you save a lot on the warehousing side. This is a time when people are looking to break even, so it's a big lift." 

First Houston has also used this as a marketing piece to attract borrowers and correspondents. First Houston brokers promote the process to borrowers. It's a differentiator as well as an efficiency play for the lender. 

"You can't avoid e-mortgages. It's happening," said Mr. Zugheri. "Are there going to be bumps? Yes. Will it have to be fine-tuned? Certainly. But it's here and it's better for the borrower, the lender and the investor. Our objective was to prove a concept to my employees and peers. You can do a paperless end-to-end process. E-mortgages are happening. My message is that if I can do it, anyone can do it." 
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While mainstream adoption of Category One SMART Docs is still not present, some lenders are looking at adoption today as a competitive advantage. 

"We've been developing a ground-up technology instead of trying to retrofit new technology on old systems," said Paul Anselmo, president at workflow and document vendor Signia Docs here. 

"We've created technology that gives the lender the ability to build the forms for all the standard loan products and compliance parameters. We're different in that we've built our technology around the SMART Doc format. We've partnered with Encomia for e-signing. So we have a common point that will take the document all the way through to the e-vault. 

"Our approach is going to have to drag the industry along. People haven't grasped the full benefit of SMART Docs so there's a lot of work that has to be done. When we talk about this some people's eyes glaze over. Our approach is that you have to do the docs anyway, so we apply a top-down strategy. 

"We're in a pilot program with GMAC. They've been a major customer. They've bought the vault from Encomia but in order to get anything there you have to get the closing docs to an e-doc status. Consumer acceptance isn't the issue, it's the warehouse lenders. It's hard for the originator to fund them because a warehouse won't take them right now. From there we'll move onto do this for Credit Suisse. GMAC sees this as a competitive advantage as the other warehouses aren't moving as quickly," said Mr. Anselmo. 

Signia offers a Web-based point-of-sale that augments the data from there. Signia also takes the data from the loan origination system and any holes or missing data are filled in by the processor. 

"The first generation of this technology was just imaging and capturing that and comparing it to the data that they had in house from there," said Mr. Anselmo. "Once you capture that data you can add automation. The second phase was to optical character recognition. From there we went directly to the source through the closing docs with a barcode that can be linked so we could get the data because it had version control built in. 

"What this does is eliminate the need of doing step one, two or three because it can just pull the data in without having to map because there is a standard in place. The return on investment is huge. This will rapidly change the velocity by which loans are funded. So, you can do more with less. It's a huge win if done right." And Signia is getting some traction. "We have large customers that use our website to view loan data and images," said Mr. Anselmo. "People like Credit Suisse have 600 sellers or more that came to our site. So, we learned a lot about load balancing. MISMO is also catching on and getting a lot of traction. Doc prep has been around forever. More than just producing docs it should be about leveraging automation to give the lender added value." (c) 2007 National Mortgage News and SourceMedia, Inc. All Rights Reserved. 
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Integrated Solution to Provide Easy Electronic Document Integration, Execution to Originators 

HOUSTON -- Encomia, a provider of end-to-end eMortgage technology announced today a partnership with Houston-based SigniaDocs Inc., that will enable it to offer mortgage originators a complete SMART Doc solution based on MISMO technology, that includes traditional errors and omissions (E & O) insurance. 

SigniaDocs Inc., a closing document provider for residential real estate transactions, used Encomia's EC3 editor tools to develop a complete SMART Doc solution that will leverage Encomia's fully developed EC3 electronic mortgage suite. Mortgage originators can use SigniaDocs' EC3-enabled documents to seamlessly implement paperless mortgage within all existing processes and systems. 

Encomia SMART Doc customers are able to automatically review loan documents for TIL and high cost compliance on the local, state, and federal levels. The solution also provides customizable "smart fields," automatic MERS registration and data transfer and propagation from all popular LOS including Calyx Point, Data Trak, Empower and Encompass. 

"With our EC3-enabled SMART Docs, Encomia customers will get a complete document solution that places them on the path to full eMortgage enablement," said Jason Pampell, national sales manager of SigniaDocs. "At the same time, they will receive a comprehensive tool that offers an immediate cost savings through the implementation of electronic loan documents that can be easily integrated and ensure total loan compliance." 

"As leading document custodians continue to take steps towards storing electronic loan documents, it becomes increasingly important that originators look for a solution that enables them to create and transfer eMortgages to any eVault or investor," said Andrew M. Dubinsky, CEO of Encomia. "SigniaDocs and its customers understand that the industry is ready for electronic mortgages today and will hold a considerable competitive advantage once full industry adoption arrives." 

About SigniaDocs 

SigniaDocs combines over 40 years of document preparation experience, with cutting edge technology to deliver a complete web-based document solution. A solid industry presence and consistent service levels have helped SigniaDocs to establish ongoing relationships with originators and investors of all sizes nationwide. The company's unique ability to design, maintain, and warrant, investor and MISMO compliant electronic documents, generates a level of efficiency that is unparalleled in today's market. The web based "Signet Direct" tool, embeds high cost loan analysis and engages over 200 rules to ensure an accurate document set is produced every time whether SMART Doc, paper, or electronic. For more information about SigniaDocs, visit www.signiadocs.com. 

About Encomia 

Encomia, Houston, enables mortgage lenders to more cost-effectively and efficiently originate mortgage loans by enabling lenders to process mortgage loans electronically, from end-to-end, on a large-scale basis, regardless of document format. The company's Encomia eMortgage Solution provides financial institutions with a comprehensive tool kit for full eMortgage including the creation of SMART Docs, electronic signature capability and secure document archival. Encomia's solutions are compatible with a number of third-party technologies, are adaptable to institutional standards and can be implemented in a manner that allows for gradual eMortgage adoption. To learn more about Encomia, its products and services, please visit the company's Web site at www.encomia.com. 
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Fannie Mae has taken a step toward dispelling the notion that they're moving into the technology space to take over the market by updating its electronic mortgage specs to include open standards such as MERS and MISMO. 

Both GSEs have been very active with the MISMO movement from the start but when Fannie Mae declared that it was open for business to accept e-mortgages MISMO did not appear in its spec. "The old guide was three years old and at that time MISMO had not finalized the SMART Doc specification," explained Mark Oliphant, director of the e-mortgage program at Fannie Mae. "This is just a natural evolution in the Fannie Mae e-mortgage process. 

"We had instructions in our old guide on how to do an RC5, or a Release Candidate Five, of the SMART Doc spec," he said. "Since that point MISMO has published the final SMART Doc specification so our new guide reflects that we accept the current MISMO specification. We've been accepting it for years actually, but it was never published in the official guide. 

"We didn't want to publish a new version for just that one piece, but now that we are updating it we want it to reflect our acceptance of MISMO," Mr. Oliphant pointed out. "The e-note has to be in accordance with the MISMO SMART Doc standard for us to accept it." 

The real reason for the updated guide was to cement Fannie Mae's endorsement of the MERS eRegistry. "The major update was reflective of our support and systems integration with the MERS eRegistry," described Mr. Oliphant. "Now the Fannie Mae delivery systems are integrated with MERS. Our old guide had reflected the interim registry. This new guide signals the official shift to the Fannie Mae integration with MERS. We had to put that into the guide because it's a requirement for lenders to register their e-note with MERS before they can deliver them to us. 

"This is the first step in retiring the Fannie Mae interim registry," he reported. "We now have to work with the lenders that have been using that platform to ensure a smooth transition." 

In terms of open standards, the new guide also includes a uniform e- note standard that both GSEs have agreed on. "We also worked with Freddie Mac to create a uniform e-note instrument," said Mr. Oliphant. "Just like we worked with Freddie Mac on the traditional paper note forms to have uniformity, we now have a uniform e-note instrument that has language that both Fannie Mae and Freddie Mac have agreed upon. That new e-note language and how to create that e-note are in the guide update." 

There are also specs that speed the time between closing and registering a loan. "When the lender closes the loan or has someone close the loan on their behalf there can be a gap between the time the note is signed and the time it's registered on MERS," noted Mr. Oliphant. "The gap used to be five days. The origin of that five-day gap was that we didn't have experience we wanted to leave some leeway. 

"Three years later, in working with several lenders, we've discovered that there's a risk when you extend that timeframe, so we wanted to bring it down to something that was close to zero, but still gave lenders the time to do the things that they need to do on their end," he continued. 

"As a result, we've shortened that gap from five days to one," pointed out Mr. Oliphant. "In fact, that's still generous because most of the e-closing instruments being developed are registering the note immediately after closing." 

In addition, the new guide supports the efforts of both the Standards and Procedures for Electronic Records and Signatures group and the Security Identity Services Accreditation Corp. And that's not all because the guide itself will continually be changing over time, according to Mr. Oliphant. 

"This is a living, breathing guide," he concluded. "We have to adjust to the market and we plan to stay on top of that." 
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Despite there being a lot of talk about electronic or SMART Docs in the mortgage industry, there doesn't appear to be a huge demand for them, according to Don Iannitti, president of Document Systems, one of the nation's largest document service providers. 

Where the electronic process in the document preparation sector is seeing growth and potential is in the electronic sending of pre-disclosure packages. 

The Carson, Calif.-based Document Systems is a document service provider and processing house that creates forms and maintains compliance on a document package program. The company has a fully integrated mortgage customer contact system, LoanMagic. Its flagship product, DocMagic, prepares documents and can import any data from any loan origination software and is one of the most widely used applications in the industry. 

Less than 1% of Document Systems' clients ask for SMART Docs. "As far as the SMART Doc is concerned, we're not seeing a lot happen with it, quite frankly. We don't have anyone ask for them. If a client does, we can prepare one for them, we're just not being asked to do it," said Mr. Iannitti. 

As for why SMART Docs are being often talked about but rarely used, Mr. Iannitti believes that it may have something to do with them not being so user-friendly. 

"A number of larger lender representatives were not entirely pleased with where the specs [for SMART docs] were going and logistics in regard to its creation. So far there's not a compelling reason to move in that direction. All lenders want to be more efficient, reduce costs, but ... I'm just not sure that there's a compelling reason for a smaller lender to do it. Everyone agrees that it's the future, but the speed at which we're getting there may possibly be overstated," he said. 

What does appear to be a pressing issue and upcoming trend in the document preparation sector of the industry is the electronic delivery of pre-disclosure documents, which can not only save the lender a great deal of money, but introduce borrowers to the concept of electronic documentation. 

"The initial cost to send [a print version] out on time is a substantial front-end cost to lenders. The electronic delivery orients borrower to electronic process earlier," said Mr. Iannitti. 

This is why Document Systems recently introduced its eDisclosure system, which allows borrowers to receive their pre-disclosures electronically. "It's very simple, the borrower has to consent to the process. They view it, print it, save it, whatever they want to do, it's very easy. We note every keystroke on the back end, we can be queried by the lender up to the second what the borrower is doing," said Mr. Iannitti. 

He added that another advantage with eDisclosure and electronic delivery is that it can be seen which borrower has received it and can tell whether or not it's been opened. Unlike mailed disclosures, there's no telling if they've been seen or read by the borrower. 

"Now the borrower is oriented to seeing their document on a computer, [they can] get used to it and once that process matures a little, the correct seeds have been planted for the automated process," said the Document Systems president, adding, "We're seeing this as baby steps." The big advantage to electronic documentation is being able to facilitate a faster process, which ends up being a direct savings to the bottom line. Additionally, electronic pre-disclosure is user-friendlier to both the borrower and lender than SMART Docs. 

Mr. Iannitti will be attending the MBA annual in Orlando. 
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When lenders start putting together their budgets for next year, a 

question on many minds will be how much money, if any, to invest in becoming SMART-Doc compliant. DesertDocs has some good news about that. 

Desert Document Services is marketing SMART Pak Software, which brings MISMO-compliant electronic forms, data, and rules into a single complete package that transmits all elements together in an XML document, along with supporting tools. The newest version ties together origination, post-close and secondary systems and enables integrated HUD 1 data to be exchanged with escrow and closing software. 

Electronically exportable data allows rules-based auditing, so loan transactions can be validated for accuracy and completeness plus regulatory and lender-specific compliance. 

Because the SMART Pak produces document packages on enterprise-grade Web servers, the system can generate thousands of SMART Doc packages per day without waiting or downtime, said DesertDocs chief technology officer Tim Underwood. Forms can be produced in a MISMO-compliant SMART Doc, XHTML or PDF format, and comply with ESIGN and UETA provisions for electronic and paper-out processing. 

"There is no retooling necessary to get the SMART Pak benefit," Mr. Underwood told Mortgage Servicing News. He said the system also takes into account imaging costs and helps lenders deal with vaulting issues. "Our system is the most inclusive," he said. "We look at electronic docs from a whole-loan perspective. That's what makes it easier to use." 

Mr. Underwood said DesertDocs has been developing this technology for over three years. A result of that three-year initiative is that DesertDocs can now boast having converted over 35,000 forms to the XHTML format that enables sending data and formatted documents electronically. Documents prepared through the BrokerDocs and DesertDocs Web applications may be viewed, printed and delivered anywhere, anytime. "We have done this to save the lending community from the intensely consuming IT and human investment that this transition will take in the near future," he said. 

"Our customers have already benefited by the reduced costs of using a true hosted Web application because we eliminate the costs of technical infrastructure and support for desk-top applications," explained Mr. Underwood. "Now we are going to save our customers more money because they can print on any printer, at any time, view documents for pre- and post-auditing and most importantly eliminate data re-entry between different systems by accessing the data right off the form." 

DesertDocs' massive forms conversion, announced in October 2003, paved the way for the 2004 launch the DesertDocs SMART Pak and SMARTIE Pak product line. A SMARTIE Pak includes integration and extension tools within the package for extracting and embedding data forms. "SMART Pak and SMARTIE Pak technology will define the industry standard in moving closing document information all the way through the mortgage process up to and including digital signature, recording and storage as a single data file," Mr. Underwood explained. 

Also at this year's MBA technology conference, VMP Mortgage Solutions demonstrated the latest version of its SMART Document viewer, offering conference attendees an opportunity to see exactly how SMART Docs work. The viewer enables users to view three aspects of lending documents according to corresponding tabs: the view tab, which presents the actual document populated with data; the data tab, which presents the raw data that populates the document; and the XML tab, which presents the document construct in XML. 
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In a move to help mortgage lenders dig out from their growing mountain of paperwork, Document Processing Systems has introduced a service to speed the funding of loan applications from brokers. 

Called Pre-Closing Audit Service, it is the latest product from Farmington Hills, Mich.-based Document Processing Systems, which offers an array of of products and services to over 600 mortgage lenders nationwide to aid in the closing of mortgages. 

With new service, Document Processing Systems installs a personal computer and laser printer on site at a wholesale lender. 

Overnight Delivery 

When a mortgage broker calls Document Processing Systems for the closing paperwork on a given loan, the company typically "overnights" the documentation to the broker. 

In the past, the broker would then fax copies of this paper-work to the wholesale lender in order to get final approval and funding for the loan. 

With the Pre-Closing Audit Service, when Document Processing Systems generates paperwork for the broker, it will automatically route the required documents to the wholesale lender via modem. 

The service gives the wholesale lenders a method for reviewing documents and funding requests before closing. The wholesale lender, in fact, usually has the documents before they even reach the mortgage broker. 

Aimed at Wholesalers 

"It used be the other way around, with the mortgage brokers lining up at the fax machine, trying to get the right documents out to the lender on time. The service expedites the funding of the transaction," said Richard E. Chapin, the president of Document Processing Systems. 

The service is targeted to wholesale lenders who process a high volume of loans, and it is designed to add a quality-control function to the loan closing function. 

"Without automation, cost delays such as post-closing corrections occur in as many as 50% of all [completed mortgages], costing banks," said Mr. Chapin. 

According to Brenda Christ, an operations supervisor at Comerica Mortgage Corp. in Auburn Hills, Mich., the Pre-Closing Audit Service also eliminates the need for maintaining multiple fax lines. 

"The mortgage broker doesn't have to stand by the fax machine waiting for a line to free up, and we don't have to wait around for their documents. There is a time saving on both sides," she said. "We also don't waste paper. There's less wear and tear on the fax machine." 
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In a move to help mortgage lenders dig out from their growing mountain of paperwork, Document Processing Systems has introduced a service to speed the funding of loan applications from brokers. 

Called Pre-Closing Audit Service, it is the latest product from Farmington Hills, Mich.-based Document Processing Systems, which offers an array of of products and services to over 600 mortgage lenders nationwide to aid in the closing of mortgages. 

With new service, Document Processing Systems installs a personal computer and laser printer on site at a wholesale lender. 

Overnight Delivery 

When a mortgage broker calls Document Processing Systems for the closing paperwork on a given loan, the company typically "overnights" the documentation to the broker. 

In the past, the broker would then fax copies of this paper-work to the wholesale lender in order to get final approval and funding for the loan. 

With the Pre-Closing Audit Service, when Document Processing Systems generates paperwork for the broker, it will automatically route the required documents to the wholesale lender via modem. 

The service gives the wholesale lenders a method for reviewing documents and funding requests before closing. The wholesale lender, in fact, usually has the documents before they even reach the mortgage broker. 

Aimed at Wholesalers 

"It used be the other way around, with the mortgage brokers lining up at the fax machine, trying to get the right documents out to the lender on time. The service expedites the funding of the transaction," said Richard E. Chapin, the president of Document Processing Systems. 

The service is targeted to wholesale lenders who process a high volume of loans, and it is designed to add a quality-control function to the loan closing function. 

"Without automation, cost delays such as post-closing corrections occur in as many as 50% of all [completed mortgages], costing banks," said Mr. Chapin. 

According to Brenda Christ, an operations supervisor at Comerica Mortgage Corp. in Auburn Hills, Mich., the Pre-Closing Audit Service also eliminates the need for maintaining multiple fax lines. 

"The mortgage broker doesn't have to stand by the fax machine waiting for a line to free up, and we don't have to wait around for their documents. There is a time saving on both sides," she said. "We also don't waste paper. There's less wear and tear on the fax machine." 
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A California-based mortgage broker has begun gaining access to the Federal Home Loan Mortgage Corp.'s new automated underwriting system using electronic data interchange - apparently the first mortgage broker to do so, officials said. 

Mortgage brokers with access to the Freddie Mac system can quickly learn whether potential loans will be guaranteed for securitization. 

Monterey Mortgage Co., a third-party originator based in Gilroy, Calif., electronically submitted a loan application in July to Freddie Mac's new system, called Loan Prospector. 

Loan Prospector. currently in a pilot program, is to become available to all lenders early in 1995. 

Officials at Freddie Mac said it would reduce the time needed to process a mortgage from as much as 30 days to as little as four minutes. 

"We've been piloting since April on the Loan Prospector with a handful of lenders and have had excellent results so far," said Jane Dwight, a Freddie Mac spokeswoman. 

"Along with speeding the process, there will be cost savings [for lenders] of between 20% and 50% because there is less paper manipulation." 

Here is how it worked: Walnut Creek, Calif.-based Monument Mortgage Inc., a wholesale servicer and seller of mortgages, received a borrower's file from Monterey Mortgage, a client, then ran the borrower's application on its loan-approval system, called Greenlight. 

Monument's system then gained access to Freddie Mac's Loan Prospector, software that can make "less biased and more consistent" mortgage decisions, according to Ms. Dwight. 

Loan Prospector, which uses artificial intelligence technology, analyzed the application and returned a decision, along with a purchase guarantee, to Monterey within hours. 

That saved the broker weeks of document verification and other work processing the loan. Without the system, brokers have done considerable amounts of work only to have applications rejected. 

"Ultimately, it will save the customers money since there is less that needs to he done in the process," said Kent Miller, president of Monterey Mortgage. 

Central to the EDI transmission was Monument, which teamed up with Contour Software this year. 

"We worked with Freddie Mac to develop an interface," said Scott Cooley, president of the Campbell, Calif.-based software company. 

Contour has more than 4,000 users of its residential mortgage loan software. Mr. Cooley approached Monument at a recent conference to see whether the two companies could work together. 

"Our idea was to somehow determine the best way to connect third-party originators to Freddie Mac's system," Mr. Cooley said. 

His approach resulted in a partnership that allowed all brokers using C0ntour's software access to Freddie Mac's new system. 

Source Citation 
Marjanovic, Steven. "EDI lets mortgage broker use Freddie Mac loan system." American Banker 31 Aug. 1994: 14. General OneFile. Web. 12 May 2012.

Document URL
http://go.galegroup.com.ezproxy.apollolibrary.com/ps/i.do?id=GALE%7CA15775116&v=2.1&u=uphoenix&it=r&p=GPS&sw=w

Gale Document Number: GALE|A15775116 

Title: Mortgages: the only thing to fear is fear itself 
Author(s): Edward Kulkosky 
Source: American Banker. 161.40 (Feb. 29, 1996): p3A. From General OneFile. 
Document Type: Article 
Full Text: 

The mortgage business is, on the surface, a people business. Yet mortgages are also a commodity business, and the industry is increasingly driven by technology as lenders struggle with newly paper-thin profit margins. 

To the public, home loans will continue to be a high-touch business. In fact, it may well seem more personal than ever as automation allows loan officers to spend more time in the field with their laptop computers, doing what they do best - originating loans - rather than being bound to the office by endless paperwork. And borrowers can look forward to faster answers and faster closings. 

But those loan officers - many of them brokers - will only be the personal front end of what is becoming an otherwise almost completely electronic process. 

Most data on loan applications will flow from the laptops or desktop computers to an automated underwriting and insuring process, then to the secondary-market agencies, and ultimately to investors who buy mortgage securities. And there will often be little human intervention along the way for the easiest-to-make loans. 

The rush to "wire" the mortgage industry is driving many major players in opposite directions - some to shed their mortgage businesses in favor of greener pastures, others to expand ambitiously to achieve business volumes that will justify massive technological expenditures. 

A wired mortgage industry is far from a futuristic adventure. All the elements are already in place or available. And integration into a seamless system is all that remains to be accomplished - though that may well prove to be a big order. 

The advance of originations and underwriting technology even has some segments of the industry worried. One of these is mortgage brokers, whose specialty is retailing mortgages to the public and who fear they could be replaced by a computer. 

An article in a recent issue of National Mortgage Broker magazine put it this way: "Undoubtedly, the mortgage industry equivalent of a New Millenium Dr. Frankenstein is preparing to release a CyberBroker on consumers. CyberBroker could even capture the market invisibly by providing low rates and great service over phone lines." 

But brokers aren't the only ones worried about being dislocated by technological change. Lenders of all sizes have expressed fears that the government-sponsored housing finance agencies - Fannie Mae and Freddie Mac - will be in a position to cut out all middlemen and make loans directly to the public. 

Both agencies have steadfastly denied that they have any designs on direct lending and have gone out of their way to deliver this message to their lenders. 

Frank Raines, Fannie's vice chairman, said in a recent interview: "It's a neurotic industry. People have the deep-seated view that they don't add value. And the availability of a terminal to handle everything means, 'We don't have any meaning in life.'" 

Other industry participants who fear their days may be numbered are smaller providers of mortgage credit reports, who are being squeezed by the trend toward using less costly alternatives, such as briefer credit reports, retrieved electronically and consolidated from at least two providers. Mr. Raines sees technology as having already transformed the secondary market, making it easier for investors to manage unruly cash flows and to get tight control of credit risk. 

"The loss side has been a backwater for lenders," he said. Now, he says, technology is assisting Fannie Mae - the Federal National Mortgage Association - in conducting extensive loss-mitigation efforts, including early identification of credit problems. "We can now give thousands of servicers in 48 hours the kind of information that used to take weeks to produce." On the servicing side, Mr. Raines says economies of scale have been captured through consolidation and technology, but he suggests the advantages of scale may now be leveling off. 

Vendors, meanwhile, are moving rapidly to enhance the value of servicing by making it more useful for cross-selling purposes - something that has driven servicing transactions over the last year or two. 

Data-Link Systems, for example, says its system stores almost 4,000 data elements about the customer. "All of this data can be extremely valuable in target and time-dependent marketing, especially for bank holding companies that already have analytic and artificial-intelligence technology in house," said Sadu Thinakal, a Data-Link vice president. 

Data-Link is also among the vendors pushing small and large cost-saving enhancements to their servicing systems. The company plans, for example, to introduce laser printing of checks to eliminate the need for preprinted forms. It will also offer special features to simplify servicing of adjustable-rate loans. And it will provide investor reports that meet the interchange standards of Fannie Mae and Freddie Mac - the Federal Home Loan Mortgage Corp. 

Says Mr. Thinakal:, "As volume increases, so does the need for achieving scale economies and automating or preventing all possible exceptions." He says his company is moving toward a paperless servicing system. 

Meanwhile, the originations process remains a promising area for further profit enhancement. Alltel Information Services, for example, offers an originations system especially adapted to laptop computers. "It allows loan officers to input prequalification data during interviews with potential borrowers," the company says. In addition to allowing the printing of a wide variety of forms, the system issues a report on missing items. The company says it also permits faster decisions on applications. 

Mr. Raines of Fannie Mae says mortgage originations are in a period of deconsolidation, with more people making loans than ever before. 

"The process is people-intensive, and technology cuts the cost of originating loans by at least $1,000," he says. But he does not see technology as reducing the human element in mortgages. "People will have to talk to somebody," he says. "There will always be a role for people to explain the product. There are more products and more choices than ever." 

"There will be fewer human beings involved, but technology certainly won't eliminate them," Mr. Raines said. "The brokerage industry has been through the same process - and Merrill Lynch has never been bigger." 

Abstract: 

The mortgage industry is expanding its use of automated processing through computers, electronic networks and underwriting software. Mortgage banks, investors and the secondary markets view automation as a means to reduce costs, improve efficient data capturing and control risks. Mortgage brokers can use computers to focus more time on selling and customer service and less time on paperwork. However, technology may displace workers. 
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Servicing subprime mortgages is a whole different ball game, say leaders in the rapidly growing field. 

To keep delinquencies under control, most subprime lenders have made heavy investments in technology recently, said Gordon L. Monsen, a managing director with PaineWebber Inc., New York. 

The technology is intended to bring greater efficiency to what is still largely a hands-on job: collecting payments from borrowers who have a history of lateness. 

Most servicers start by establishing a relationship with the customer with a welcoming phone call. They then keep in close touch, making a call as soon as borrowers are late with a payment. 

"I've seen a tremendous move to computer-supported servicing in the past year and a half," Mr. Monsen said. "It's been a very successful campaign." 

Lenders insist that, while technology may be important, experienced collection agents are invaluable. In high demand right now are experienced telephone operators who know how to coax payment from overextended homeowners. 

United Companies Financial Corp., Baton Rouge, La., has banks of collectors wearing head sets, engrossed day and night in dialogue with borrowers who have let their payments slide. The company's servicing portfolio of $4.2 billion is handled by more than 50 full- and part-time collectors. 

The collectors need to be friendly but firm, explained Jim Pickett, collections manager at United Companies. 

"You don't want to alienate the customer," when you call about late payments, Mr. Pickett said. "When you call, they're edgy already." 

When people with conventional loans are delinquent and make a promise to pay, they usually follow through, said Hugh Miller, president of Delta Funding Corp., Woodbury, N.Y. But subprime borrowers are different and need more encouragement, he said. 

"My favorite word here is empathy," Mr. Miller added. "You have to come to the borrower as a friend, but apply enough pressure that they come through" with a payment, he said. 

Delta's senior collection staff is a small team with a lot of experience, Mr. Miller said. Successful collection of subprime loans, especially seriously delinquent ones, demands it, he said. 

Companies with experience lending to borrowers with poor credit records rarely pass off servicing. Most often, the company that makes the loan also services the loan. 

But as newcomers flock to subprime lending from the increasingly commoditized conforming mortgage market, well established subprime players are cashing in on their expertise and purchasing servicing rights from the novices. 

Delta may look to do servicing for others, Mr. Miller said, but the company will wait until it has its new computer system "down like clockwork" before it takes on new business. 
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Two recently released surveys substantiate what till now has been just hearsay--that Freddie Mac's automated underwriting system is more popular than Fannie Mae's. Moreover, commercial banks have a more marked preference than other mortgage lenders for Freddie's Loan Prospector, using it twice as much as Fannie's Desktop Underwriter. 

The accompanying table summarizes the survey findings on automated underwriting (AU) received by America's Community Bankers and by SSP/RES Research. ACB surveyed 643 thrifts, 13.6% of which use Loan Prospector, compared with 10.6% that use Desktop Underwriter. 

As part of its biennial MORTECH research, SSP/RES surveyed 650 lenders, fairly evenly divided between banks, mortgage banks, and thrifts. Of those using AU, 43.7% chose Loan Prospector, compared with 27.9% that chose Desktop Underwriter. However, when one looks at commercial banks in isolation, 59% use Loan Prospector, compared with 23.8% that use Desktop Underwriter. 

Both ACB and SSP/RES found that roughly a quarter of those surveyed use automated underwriting. 

The number using AU should double within the next few years, if lenders follow through on their plans. Adding current users to those with specific plans (suggesting a two-year implementation timeframe), SSP/RES anticipates more than 50% usage of AU shortly. Meanwhile, ACB forecasts that 40.3% of thrifts will use automated underwriting (from a secondary market agency) within five years. 

The agencies are not the only suppliers of automated underwriting systems, as SSP/RES respondents indicate. Although 71.6% of current AU users use an agency system, another 12.4% of the respondents use a system provided by their origination software supplier, and 16% use a system from another supplier (for instance, a private mortgage insurance company.) 

In general, the bigger the institution, the more likely it is to use automated underwriting, ACB found. Desktop Underwriter was most popular with the biggest institutions, being used by 28.1% of those with more than $1 billion in assets. Loan Prospector was most popular with the second-biggest institutions, being used by 27% of those with between $500 million and $1 billion in assets. 

A spokesperson for Fannie Mae had no comment to make on Freddie Mac's apparent lead in the agencies' competition as underwriting system vendors. Contrary to Freddie Mac, Fannie Mae has never disclosed how many lenders use its system. 

A spokesperson for Freddie Mac said that 407 lenders currently use its system, which now is used to underwrite between 25% and 30% of the agency's production. 

In another recently released survey, Arthur Andersen suggests the most efficient mortgage originators are quicker than their peers in adopting AU. 

Survey Question:

Whose automated underwriting (AU) system do you use?

Surveying Entity                 Freddie Mac's   Fannie Mae's

ACB: (all respondents)              13.6%            10.6%

SSP/RES: (respondents using AU)     43.7%            27.9%

SSP/RES (just banks using AU)       59%              23.8%

Abstract: 

Two recent surveys confirmed hearsay evidence that more mortgage lenders - especially commercial banks - prefer Freddie Mac's automated underwriting system to Fannie Mae's. Lenders surveyed included banks, mortgage banks and thrifts, and about one-fourth of thrifts responding reported that they use an automated system. Of these, 28.4% use systems provided by an origination software supplier or other source, while about 71.6% use agency systems. 
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The rapid rise of B and C home loans is more than just a flash in the pan. It involves a broad redefinition of credit standards that is sure to have a lasting impact on the mortgage business. 

Technology appears to be a major driving force behind the rapid rise of subprime lending. Elaborate computer models and large data bases of lending experience have fostered wider use of credit scoring, making subprime lending easier and safer for both lenders and investors. 

So lenders, squeezed by thin profits on conventional loans, have been far more willing - many have been downright eager - to venture into this still-lucrative field. And the availability of underwriting technology has encouraged them. 

Credit-rating agencies also have embraced credit-scoring technology to rate securities backed by B and C mortgages, bolstering investor confidence and stimulating market enthusiasm. 

The impact of these developments has been far-reaching. Freddie Mac, for example, discovered in performing the underwriting on loans submitted as subprime (which it can't buy), that about a third of them qualified as prime loans (which it can buy). By contrast, relatively few loans sent in by lenders as B and C became rejects under Freddie's underwriting scheme. 

One reason for the higher quality found by Freddie is that scoring models don't use single factors to disqualify borrowers from prime status, as the manual, rule-based systems do. Instead, they examine offsetting factors, singly and in combination. 

Further, Standard & Poor's has come up with seven rating categories for bonds backed by credit-scored loans. The top three all qualify as prime - meaning that there are definable degrees of quality even in A paper. 

These gradings should facilitate wider, and more accurate, use of risk-based pricing by lenders. At least one former conventional lender has already switched to B and C (see article, p. 12A) and is using the S&P gradings to price its loans. 

That lender says its credit-scored B and C loans are performing better than many of its A loans. A possible reason: Credit scoring relies more on data from independent sources than on information in the application, which may contain misstatements. 

Better pricing eventually will mean lower prices for consumers, which could greatly expand the subprime market. 

Many top subprime and home equity lenders have developed highly effective telemarketing capabilities, a very low-cost way to originate loans. Effective targeting of customers through credit scoring contributes to the efficiency of telephone sales. 

Geoffrey Oliver, a partner with KPMG Peat Marwick in Washington, says lenders can cut costs by more than 25% through telemarketing. But profit-starved companies are less likely to be willing to make the technology investment than others. 

The B and C market is showing lenders that good profits can be made in the mortgage business - not just through high margins, but also through technologically driven efficiencies. 
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It's been a long time coming, but an automated system that tracks ownership of mortgage servicing rights is up and running. 

Mortgage Electronic Registration System, or Mers, was launched last week with Norwest Mortgage, the nation's largest lender, and Allied Group Mortgage Co., entering loans into the system. 

Fannie Mae and Freddie Mac also have gone live with the system, agreeing to accept loans that are sold to it through the system. 

Industry analysts estimate that Mers can cut the cost of processing a loan by about $40 by eliminating the substantial amount of paperwork that was required to track ownership of servicing rights. 

The system is owned by a group of 28 institutions in the mortgage industry, including lenders, insurers, Fannie Mae and Freddie Mac, and the industry's trade group, the Mortgage Bankers Association of America. 

Mers was first discussed in 1993 in a paper published by the MBA, Fannie Mae, Freddie Mac, and the Government National Mortgage Association, a government-sponsored entity that backs loans insured by other government agencies. 

Last year, Electronic Data Systems was chosen to develop the technology and is in charge of maintaining it. 

Industry analysts said Mers could amount to annual savings of about $200 million for the industry. 

Paul Mullings, the registration system's chief executive officer, warned that this estimate is contingent on a "significant portion of the industry" using Mers. He said it is unlikely that the industry will be able to realize $200 million in savings this year. 

But membership has exploded rapidly, more than doubling after Countrywide Credit Industries' decision to sign up in early March. At that time, the system had about 60 members. Now it has more than 130. 

"Countrywide has such a large presence in the market and has a reputation for using technology. When the market saw Countrywide tangibly step forward, other people got more confident to step forward," Mr. Mullings said. 

In the next few months, 13 more lenders are expected to go on-line, including three of the nation's largest 15 servicers: GE Capital Mortgage Services Inc., First Nationwide Mortgage, and Mellon Mortgage Co. 

Mr. Mullings said he expects more than 200 companies to join by the end of the year. 
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As the world rushes headlong into a new millennium, it might be wise to 

study the specifics of how technology will force changes upon how you 

approach your business. While change seems inevitable in today's 

environment, progress is not. Will the broker of the future source 

borrowers the same as in the past? 

Will brokers use the changing technology to positively impact their 

success, or will they hold on to their past ways as long as they can before 

they finally make the decision to leave the business? 

Will business failure be the inevitable conclusion for those who do not 

totally embrace new technologies? 

Intel President Andrew Grove warned as much during a business seminar. 

"In five years there won't be any 'Internet companies' because they 

will all be Internet companies, otherwise they will die." 

Today's brokers are a resilient lot. Flexible. Entrepreneurial in 

spirit. Independent. Stubborn. Demanding. Professional. Thorough. Concerned 

about the future success of the broker community. Politically active and 

aware of the forces that may have an influence upon their business and 

their viability in the future. 

Take your pick of any of the preceding descriptions. They all work. 

Allow me to respectfully add one more fact about today's brokers: a 

majority do not fully comprehend what the new technology will mean to their 

business, specifically, how it will impact their daily actions in 

marketing, selling and closing mortgage loans. 

Resistance to Change 

I have recently worked with brokers in 18 cities across America. In 

every corner of the country, I have talked to brokers about how technology 

is beginning to revolutionize their business. 

The number of brokers who are not taking loan applications on a laptop 

is staggering. There are even fewer who operate their own website. And 

there are even fewer who are using available software to facilitate their 

contact management. 

The common response to the inquiry, "Are you as knowledgeable about 

technology today as you could be?" is "No." 

The nonbelievers still significantly outnumber the believers. This 

leaves precious few practitioners who have embraced technology. The reason 

for this doubt and hesitancy is not difficult to explain. The same 

situation occurred when you first started in this industry. 

If you can remember that long ago, you were excited to get going and to 

generate and close your first loan. But when you initiated your career, 

frankly, you didn't know what you didn't know. You didn't even know what 

questions to ask because you didn't know where to start. 

When it comes to the Internet, e-commerce and technology, I believe the 

same malady exists today. A high percentage of today's brokers don't know 

what they don't know. This is not right or wrong, nor disrespectful, just a fact. 

The result of this reality is that many brokers today are madly 

scrambling at a plethora of alternatives and options. The challenge, 

therefore, becomes how to best ascertain what steps to take to assure 

future success. 

Let's start with this industry's recognition and acceptance of the fax 

machine. The broker world was ecstatic when the fax machine came along. It 

was universally accepted as a great boon to expediting the loan process. 

It was quickly accepted for two reasons. First, a pilot's license was 

not necessary to operate it. Second, you didn't have to understand how it 

worked to get a document out of it. Most certainly, it has become an 

important ingredient in a broker's overall marketing and business strategy. 

The learning curve for the fax machine was a gentle slope. Today's 

technology, in comparison, is a precarious precipice and many are falling 

off. 

It would be ludicrous and most certainly a "CLM" (Career Limiting Move) 

to consider crossing out your fax number on every business card before you 

handed it out. This would not be a wise marketing strategy. The same 

mistake is being made today by those not actively pursuing the Internet as 

a powerful tool for future success. If you have not totally embraced 

technology today, you may also be committing a "CLM." 

As the general public becomes more comfortable with the Internet and e- 

commerce, your credibility as a broker and loan officer will be judged by 

your website and the ease with which it can be navigated. 

If consumers are changing their decision-making process and approach to 

obtaining a loan, you must make even greater changes in your approach to your customer. 

The "New" Basics 

The Internet has tremendous value, no matter the size of your business 

or your pipeline. 

E-commerce is just business on a different playing field. 

The basics of "blocking and tackling" will not change. How they are 

applied in the future will. 

There was probably no greater advocate of the fundamentals of blocking 

and tackling than legendary football coach Vince Lombardi. He knew that if 

these basics were accomplished at a level greater than the opponent, a 

victory was assured. 

The basics of blocking and tackling for mortgage lenders still exist. 

They will just be applied differently. 

The questions today's broker must ask are, "What were the basics that 

helped me become successful initially, and how can today's technology help 

me recapture those same basics?" 

For example, most would agree that it is important to stay in touch 

with your customer, your referral sources and anyone else who can become 

part of your overall team. 

A database, therefore, becomes an incredibly valuable tool. 

There is no way you can extend your marketing and referral effort to 

the degree you must without building, implementing and growing your 

database. 

The days of asking, "Where did I put that phone number?" are over. 

Steve Mitchell, president of Ellie Mae in Dublin, Calif., agrees. 

"This should not be a business centered around just closing," Mr. 

Mitchell said. 

"That is a short-term focus and strategy. As we mature with the 

empowering Internet tools available today, the mortgage broker can now 

professionally manage customer attraction, retention, and most importantly, 

service," he added. 

Sarah Woolery, vice president of mortgage banking for the Klein Group 

LLC in Vail, Colo., said, "We live and work in an area that is seeing 

tremendous growth in both primary and second home purchases. Many families 

and individuals from all over the country are taking a look at what the 

mountain resorts of Colorado have to offer. The Internet has been an 

invaluable tool for communication. With different time zones across the country, as well as the world, I can communicate with my clients easily and confidentially." 

Customers for Life 

Another example of a business basic is turning your customers into 

"customers for life." 

Today's technology creates the opportunity to stay in touch on a 

regular basis with the utilization of database marketing. A typical 

business spends six times more to attract new customers than it does to 

keep old ones. Regularly staying in touch with past borrowers is a major source of continued referral business. Yet, most brokers do not stay in touch with their past borrowers on a regular basis. It is a veritable gold mine of additional business that is missed by a majority of brokers. 

How about yesterday's basic of "serving your customer?" 

The importance of always being available to your customers still 

applies, and technology weighs in heavily on this issue. Potential loan 

applicants do not limit their search to the hours of 9 to 5. 

Brokers help to generate more than 70% of the total volume of loan 

originations in America. America's S&Ls used to have this market locked up. 

What happened? Locking their doors at 3 p.m. and closing on weekends 

must not have been a good idea! Brokers serve their customers on Saturdays, 

Sundays and at all hours. Being part of the Internet will allow you to 

serve your customers 24 hours a day, seven days a week. 

Because of the quickened pace caused by technology, customers expect 

immediate answers. 

Today's borrowers are becoming so educated, they almost know as much as 

today's brokers. 

The Internet allows brokers to serve their customers and meet the 

expectations demanded. 

But there is also a danger here. 

When brokers get too focused on current business, they often do not 

spend the time necessary to continue marketing their products and services. 

This often happens in periods of "good business" such as refi booms. I call 

it the "Robust Reflex." 

As a whole, the industry is too short-term focused. Today's technology 

addresses this issue, according to Mr. Mitchell. 

"Our program, Mortgage Manager, does the legwork that loan officers do 

not make the time to do," he said. "You can actually ask your database to 

search for the past borrowers that could save money on their mortgage 

payment based upon the current interest rates. 

The loan officer comes in the next morning and his hot leads are listed 

for him." 

Applying Technology 

Wholesale lenders have recognized the value of the Internet. 

Alliance Funding in Orangeburg, N.Y., is one of many lenders that have 

invested heavily in Internet technology to better serve their broker and 

banker customers. 

Rich Doran, senior vice president, recently stated, "Our concept in 

developing our website is totally based upon building trust with our 

customers. The more information we can provide, the better our brokers can 

track their loans. The net result is that our brokers are able to track 

their applications and increase their efficiency in serving their 

borrowers. 

"The Internet allows us to share instant speed of information. We 

continue to upgrade our website because brokers will begin to utilize this 

technology with greater frequency in the future." 

Brokers must therefore ask the following question: "How can I apply the 

advantages of today's technology to my current business plan?" 

List the basics you believe have created your success in the past. 

Determine how those same basics can be achieved through embracing the 

technology available. But be careful! 

It is easy to be overly influenced by all of the bells and whistles 

available. 

Don't make that mistake. 

Make the basics the foundation of your decision and don't delay. 

In the immortal words of the great Will Rogers, "Even if you are on the 

right track, you'll get run over if you just sit there." 

- 

Bill Evans is the president of the Institute of Professional Training, 

Manchester, Wash. He works exclusively with mortgage brokers and is a 

frequent seminar leader for national lenders, and state and national 

conferences. Mr. Evans can be reached at (360) 871-7574 or 

bevansipt<at>aol.com. 
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Hungry for a piece of the action in the rapidly expanding on-line mortgage market, Xpede Inc. has introduced what it says is the mortgage industry's only Web-based software designed to automate every step of the mortgage process, saving lenders time and money. 

Coming down squarely on the side of the so-called "service bureau" business model, Exhibit A in Xpede's value proposition is that its Web-based service integrates the mortgage process to a greater degree than any other software on the market. 

The net result, Xpede execs say, is that the time it takes to close a loan drops from up to six weeks to under 10 days depending on the type of mortgage. Costs also drop--from an estimated $4,600 to $2,600 per loan. "We offer fast approval, a fast experience, and it's personalized," says Surinder Brar, vp of marketing for Xpede. 

Forrester Research analyst James Punishill says the software solves a "huge set of technical obstacles" to online mortgage origination. And since it doesn't require any real integration into existing legacy systems, the product is a bona-fide "turnkey" solution. Other companies with similar products--though not identical--include Fannie Mae's MOR-NETPIus software suite. 

Lending institutions gain because they don't need expensive computer infrastructures that risk obsolescence in the Internet Age, and they can brand the Web-based mortgage origination services provided by Xpede software. Mortgage brokers gain because they can conduct transactions over the Internet without having to subscribe to proprietary systems hooked into databases on mainframes, Brar says. 

Cost reductions come from automating numerous steps from loan origination to loan closing. Those steps include credit checks, appraisals, title searches, underwriting, hedging and escrow proceedings. The only required signature is when a prospective homeowner comes to the branch office to sign on the dotted line of the mortgage document, as required by law. 

In all, estimates Noack, Xpede software cuts the cost of loan originations by 50 percent and the cost of loan processing by 75 percent, by bypassing the traditional advertising and marketing expenses incurred by Web mortgage aggregators. These aggregators, like E-Loan and Mortgage.com, says Xpede CEO Jim Noack, help clients find the best rate out there, but don't necessarily remove the paper-intensive process often required in processing mortgage loans. "The process is still largely manual," says Noack. Finding a good rate through a service aggregator site, for example, can still yield dozens of pages of mortgage documents to be signed. That lengthy process, therefore, negates the value of the Internet channel. 

Using industry standards that include Java and SQL languages, the CORBA platform, Sun Microsystems hardware and Oracle databases, Xpede hosts calculators, interest rates, fees and locking guides. So far, Xpede has signed up big-time mortgage originators including Fannie Mae, Freddie Mac and GMAC. 

Noack says Xpede will target financial institutions with medium to large mortgage portfolios, including traditional banks, savings and loans and Internet companies offering loan products on-line. A nationwide bank is currently in beta testing. 

Xpede makes money based on a per-transaction charge calculated on loan volume, on top of an initial fee to the institution. The initial cost of installing the software will run from $50,000 for a small lender to several hundreds of thousands of dollars for a nationwide bank. Lenders sign agreements with Xpede lasting from one to three years. 

Noack argues that the banking institutions' service bureau model is currently more economically viable because many banks don't have a Web architecture model. In addition, the tight labor market is making it impossible for money center banks to recruit top-flight technical talent who are fleeing to computer start-ups for $150,000-a-year salaries plus options. "It's very hard for money-center banks to compete," adds Noack. 

The alternative to Xpede's software is for lending institutions to build in-house or contract with a vendor like EDS or a consulting firm, says Brar. "It's a build versus buy decision." 

Whatever an institution's decision, the most important first step is to realize something must be done. The on-line mortgage market will grow from about one percent of all mortgages originated today, or about $20 billion, to 20 percent of all mortgages in five years, amounting to $400 billion, according to Morgan Stanley. 
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Technology that automates much of the origination process is transforming the point of sale for mortgages. New players will be taking loan applications, assisted by smart technology. This will allow other financial services providers to move their sales force into the mortgage origination business and cross-sell a whole bundle of products. 

THERE IS NO QUESTION THAT TECHNOLOGY IS CHANGING THE WAY MORTGAGE COMPANIES DO BUSINESS. E-commerce is booming, and virtually every mortgage provider now has a Web site to sell its wares to virtual borrowers. 

* Lenders are even encountering online bidding on loans that brokers originate through more traditional methods. Traditional services like appraisals and flood certificates are being delivered through faster and cheaper means, thanks to large investments in mortgage-related technology by both lenders and service providers looking to find a niche in an ever-expanding market. 

* But after years of seeing technology simply automate the traditional process without really re-engineering it, new technology trends are finally starting to reshape existing roles in the mortgage transaction. Nowhere is this more apparent than at the very front end of the loan origination business. 

* For example, a recent joint regulatory proposal from the Federal Reserve and Department of the Treasury could enable financial holding companies and financial subsidiaries of national banks to offer real estate services, by defining them as financial services under the Gramm-Leach-Bliley Financial Modernization Act. And both real estate professionals and other financial services providers are eyeing the mortgage industry for potential expansion. 

Industry sources say it is the simplification of some aspects of the mortgage origination process through technological innovation that is causing lenders and financial services providers to question the value of traditional loan officers and mortgage brokers. They say that simplification is facilitating the expansion into mortgages by other financial services outlets. 

New partnerships between technology providers and new origination outlets like H&R Block Mortgage Co., Irvine, California (a subsidiary of Kansas City; Missouri--based H&R Block Inc.) and the Florida Association of Realtors (FAR), Orlando, Florida, are allowing lenders to automate and outsource tasks previously in the domain of professional originators. And while sources say such technology alliances are making it easier for all financial services providers to originate mortgages, they do not yet agree on what pieces of the origination process will be left for the traditional loan officer and broker. Neither do they know how consumers will prefer to access mortgage and other financial products. 

"There are a lot of [potential] originators out there that have a customer relations database," says Richard Beidl, director of mortgage research at TowerGroup, Needham, Massachusetts. "Ultimately [they are a threat] not just to loan officers, but to brokers." 

According to Beidl, plenty of new mortgage players have entered the business over the past few years. They have come with impressive distribution networks and enough funds to close loans. However, many such providers did not have the needed expertise to process loans or hedge mortgage risk, and they set up archaic back-end shops that left them high and dry when easy refinance business disappeared. 

The lack of face-to-face customer service has also impaired the progress of online mortgage providers. According to Beidl, more than 30 percent of borrowers who look for a loan online still need offline hand-holding--something pure-play providers simply can't supply. On the other hand, Beidl says, financial services providers such as accountants, financial advisers and insurance agents have the necessary infrastructure to deal with consumer questions and problems, and already have experience dealing with the complex mortgage transaction through the other products they currently provide. 

According to Beidl, financial planners, tax preparers and insurance agents can provide the added value of consumer hand-holding and help the borrower understand how a mortgage might fit into their need for other ancillary products like tax-deductible investments or homeowner's insurance. "For the average consumer, it does make [finding a mortgage] easier," says Beidl. 

Technology simplifies traditional origination process 

Making the process easier for lenders and borrowers is what technology provider DEXMA, Inc., Minneapolis, says it has done with its new decisioning platform, the DEXMA Decisioner. DEXMA, an application service provider (ASP) that provides e-commerce infrastructure for six of the top 30 lenders in the United States and has strategic technology alliances with both government-sponsored enterprises (GSEs), says it has automated the expertise offered by individual loan officers and mortgage brokers. By automating and updating all lender guidelines relevant to selecting, approving and pricing a mortgage product, the company's new decisioning platform makes the task of origination much simpler. This suggests it is feasible to expect mortgage services will be offered much more by asset managers and other nonmortgage specialists in the future. 

"The problem is having borrowers in products they aren't qualified for. There are hard costs that lenders face if borrowers aren't in the right product. Generally, the lender has control of the process, and has the best execution in mind," says Stephen Mase, president and chief technology officer at DEXMA. "Recommending and selecting eligible products at the best price at the point of origination reduces the cost to close a loan." 

According to Mase, from a lender's perspective the technology allows loan officers to better understand the specific products for which the borrower qualifies. With this technology, lenders can bring new products to market more quickly and change existing products without requiring lengthy training for originators. 

First Horizon Home Loans, Irving, Texas, is the first lending partner to adopt the technology. The adoption, First Horizon states in a press release, is "all about saving time and increasing efficiency." Lenders who have waited to invest in technology are perhaps in the best position to benefit from it, says Mase. 

"I do believe that two years ago, the word was 'first-mover.' Then it was 'fast-follower,'" Mase says. "Those [lenders] that have waited probably have benefited. A lot of lenders have been burned recently. A lot of people talked about how great technology was in the mortgage process, but revenue came from [automating] other loan processes. 

Simplification opens new channels for origination 

According to Mase, DEXMA's mortgage technology recently has begun to take off, as many lenders want to use technology to handle the surge in loan volume due to lower interest rates. But the benefits of this technology are not exclusive to retail lenders. In fact, Mase says, such sophisticated decisioning technology also opens the door for other financial services providers to offer mortgages, combining the asset and liabilities aspects of a consumer's balance sheet to provide a more complete financial advisory solution in the marketplace. 

"All of us in financial services have done a good job of telling people how to manage their assets," Mase says. "We don't have people who have incorporated the liability side of the balance sheet." 

That's where technology providers like San Mateo, California-based Dorado.com have begun to see a great opportunity. 

Dorado, a technology provider, already provides Web site services to several leading financial institutions, including Chase Manhattan Mortgage Corporation, Edison, New Jersey; Washington Mutual, Seattle; and First Horizon Home Loans, Irving, Texas. However, the company also has aligned with diversified financial services provider H&R Block Inc. to provide mortgage products to certain tax customers of the financial giant. 

"H&R Block is a good indication of what's coming," says Joe Jennings, chief operating officer at Dorado. "We're working with them to put our technology on their financial advisers' desktop. This is an example of a new channel emerging for a mortgage bank." 

"During the busy tax season, we see a great opportunity to easily offer certain taxpayers the opportunity to learn about our mortgage products by using Dorado's e-commerce system," says Pat Rank, president of H&R Block Mortgage. 

Four new trends from alliances 

According to Jennings, four new trends will emerge as a result of technology alliances and expanded origination opportunities. First, the loan officer will become more important in the process because he or she will be charged with sustaining the customer relationship. Second, technology will reduce the time spent sending information back and forth among originators, lenders and service providers. Third, as lenders begin to view the loan officer as the person who will sustain the customer relationship, they will look for more cross-sell opportunities. And, lastly, lenders will be able to increase customer retention and lower the churn rate of loans. 

"The more products a customer buys from a bank, the less likely they are to leave," Jennings says. "Loan officers are in a very strategic position, but they have to have technology capabilities to access information--that's what we do." 

According to Jennings, the financial services industry is moving in two directions that will cater to two different sets of borrowers. Banks and other lenders that specialize only in mortgage products will survive alongside other financial services providers, like H&R Block, that offer a variety of products and increased centralization of products to serve borrowers who want the convenience of one-stop shopping for their financial needs. 

Jennings says loan officers still will serve a valuable role in the future of the mortgage market, as long as they work for a provider that fits one of these roles. However, providers that don't specialize in a wide range of mortgage products or offer one-stop shopping for a variety of financial services will have trouble competing in the technology-driven market. "They must either do a great job of aggregation or specialization. They don't want to be in the middle," he says. 

Loan officers must abandon clerical tasks for relationship manager role 

Industry experts agree that the role of the traditional originator is changing, and the lines of competition both inside and outside the mortgage industry are becoming less clear. Many technology providers, including Fannie Mae and Freddie Mac, are continuing to push technology out to new retail and wholesale origination channels. And as new-style originators take on tasks from loan officers and brokers, traditional originators are left with the task of finding new value to add to the process without increasing lender costs. 

TowerGroup's Beidl agrees that loan officers will become more important in the mortgage process--but not in their traditional role. Rather, loan officers will take on a new role as relationship managers. The ranks of those that still depend on consumer hand-holding to prove their value and origination-based compensation will thin as time goes on. The result is mortgage origination duties will expand to other financial services providers and a new group of originators will emerge in a range of new places. 

Relationship managers will serve in a capacity similar to that found in correspondent lending, says Beidl--fostering relationships not with consumers, but with other financial services providers and originators to encourage origination of the lender's products. Part of the relationship manager's job will be to train Realtors, insurance agents and other financial services providers on how to use origination technology and explain the lender's products. Both proprietary and third-party Internet applications, similar to those already being offered by OnePipeline.com and Dorado, will become more common, allowing agents to connect to a variety of lender shops and services. 

"As the mortgage origination process becomes simpler, the high value-added service [provided today by loan officers] will become minimized," Beidl says. 

According to Beidl, as the loan process becomes simpler, fewer consumers will need the extensive human service they do today from paid loan officers. As mortgage companies begin to sustain business from online customers, he says, they will begin charging more for hand-holding services--which require a paid professional. Borrowers who use electronic channels exclusively will pay less, Beidl says. 

In the absence of hand-holding, traditional loan officers will become order-takers who receive and process loans originated by other financial services providers, like H&R Block, predicts Beidl. And, he says, financial services providers like insurance companies, which have enough infrastructure to originate and service mortgage loans, could become Fannie Mae and Freddie Mae seller/servicers, on an equal footing with today's lender shops. 

It is also possible, Beidl adds, that both GSEs could modify their guidelines to enable a wider range of seller-only or seller/servicer partners. 

"It's likely that you will see new partners come online [with the GSEs]," Beidl explains. "They will be equal players of a different type." 

This could pose a competitive threat to mortgage brokers, who likely will never be able to submit loans directly to either Fannie Mae or Freddie Mac without lender sponsorship, according to Beidl. The GSEs know that such a move could incite lenders to walk away from the GSEs as a capital delivery channel and instead sell loans to other investors in the secondary market. "The five major lenders could easily create a conduit and be as effective as the GSEs," Beidl says. 

New originators handle consumer contact without disinter-mediating parties 

According to industry experts, large home and auto insurance providers, such as State Farm Insurance, Bloomington, Illinois, are good candidates for new GSE partners. And with both Freddie Mac and Fannie Mae boasting alliances with realty Web sites such as RealEstateEspanol.com (through an agreement between Freddie Mac and the National Association of Hispanic Real Estate Professionals) and Homestore.com (through an agreement between Fannie Mae and the National Association of Realtors), real estate agents are also good candidates for future loan origination. 

Online compliance provider OnePipeline.com Salt Lake City, which received ample criticism for allowing real estate agents to originate loans through its Web site last year, is helping real estate service providers participate in as much of the mortgage transaction as possible. Through an exclusive strategic alliance with the Florida Association of Realtors, OnePipeline will enable FAR members to access technology that will help them provide one-stop shopping to home-buying customers, allowing Realtors to control both the property and mortgage transaction. 

"As the leading authority on real estate and homeownership issues in the state, FAR is the perfect organization to roll out OnePipeline technology to their membership of over 65,000 real estate professionals," says David Broadbent, OnePipeline's chairman, president and chief executive officer. "Consumers across the state will immediately have access to mortgage financing through their local Realtor." 

According to Broadbent, OnePipeline plans to use its technology to facilitate existing relationships between mortgage lenders and Realtors. Through a new Web site (http://planetrealtor.com), FAR members will be able to access loan products and complete as much of the origination process as is legally permitted. 

"Certainly there is a shift going on at the loan origination level," says Broadbent. "[Loan officers] are becoming much more of a mortgage expert and are letting others [such as Realtors] provide the clerical role. They are much more valuable because we are calling on their knowledge, rather than on their marketing skills. We think they are going to play a role for a long time." 

Broadbent says he is an advocate of one-stop shopping, but that having a single source for the entire mortgage process or for financial services as a whole won't necessarily eliminate the need for an experienced person in the process. "Even the most sophisticated underwriting engines flow back to someone making a decision about whether a loan will be successful or not," he says. "Great platforms and systems automate the flow of core data to people who make the ultimate decision." 

Broadbent says he has yet to see any technology that offers a "front-to-back" solution that would allow the origination process to be completely automated, especially for nonconforming loan products. 

He says there is a shift in the job title of loan officers, and it's not "dumbing down," but rather going the other direction entirely--toward more of a consultant-type role responsible for more and more loans. 

"The origination process is going to become extremely automated and be done by a variety of people that are at the front end of the process in contact with the consumer," Broadbent says. "[But] loan evaluation will be much more of a consulting process." 

Consumer perception to change more than reality 

Finally, Broadbent says, brokers will continue to fill a valuable role in providing a local presence for mortgage lenders and offering access to a variety of products for consumers. They also will continue to take advantage of origination technology tools that are available through lenders, GSEs and independent technology providers like OnePipeline. 

"There is no indication that this is going to change. The dependency on both [Realtors and brokers] has continued to [prove] itself," Broadbent says. "The trusted adviser role will become more important. It's already under way. And there will be a greater expectation by consumers that they will be able to get ancillary services through Realtors." 

Broadbent says Realtors do not pose a competitive threat to any party in the mortgage food chain, but consumer access to mortgage products will become much simpler. The perception on the part of the consumer, according to Broadbent, will be that he or she can go to a Realtor to get anything related to the home-buying transaction, while the Realtor is still dealing with the same service providers. 

Michael Bischof, president of Biltmore Financial Bancorp Inc., Palatine, Illinois, agrees that brokers do not feel competitive pressure from real estate agents, because most borrowers want to keep the home-buying process separate from the loan process. 

"[Many] real estate agents don't want to [originate] mortgages anyway. They want to keep [the processes] separate, because putting them together changes the relationship with the client," Bischof says. 

According to Bischof borrowers may perceive the Realtor's role in the mortgage transaction as a natural conflict of interest with his or her role in the homepurchase transaction. Borrowers would be more prone to look to financial advisers for mortgage products, he says, although brokers still don't see pressure coming from that channel either. 

"Everything boils down to relationships," Bischof says. "As long as you have that relationship with the borrower, you are going to withstand the [competitive] pressure," 

Despite his relationship-based approach, Bischof says there is one source of increased competition for refinance transactions: wholesale lenders, because of improvements in workflow technology that enable lenders to target borrowers for lower rates before that borrower approaches a broker. 

"With each refinance wave, whole-salers learn new lessons. Wholesalers are trying their best to beat the broker to the punch but what has happened is they've planted [the refinance] seed in the customer's mind," Bischof says. According to Bischof, by targeting existing customers before they approach a broker or loan officer, lenders are pushing more borrowers toward refinance transactions. Technology is making it easier and cheaper for these borrowers to refinance, so they are doing so for less savings than in the past, he says. 

The result is that technology will slowly dispel old borrower fears of financing. Borrowers will gain more confidence to do the transaction themselves and need less hand-holding in the future, Bischof says. Wholesale lenders trying to prevent runoff are Bischof's main competition for refinance business. Those lenders are also bypassing retail originators in favor of lower-cost call-center operations. 

Laura Doster is a freelance writer based in Springfield, Virginia 
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The most widely used systems for automating loan administration are out of date, according to one mortgage industry executive who spoke at the MBA National Mortgage Servicing Conference here. 

"Most servicing systems on the market today are 20 to 30 years old and do not address the needs of today's servicers," said William Erbey, chairman and CEO of Ocwen Financial Corporation, West Palm Beach, Fla. 

Those systems are built using computer architecture that reflected the cost of data storage in the 1960s and '70s, he said. But "tremendous advances in the cost of data storage over the years" have made that core architecture obsolete, he believes. 

As a result, it now makes sense to use systems that manage the entire life cycle of the loan, including default management, in a Windows-based operating environment, he said. 

Ocwen, a specialist in managing troubled and "hi-touch" loans, built its own servicing system because it found existing systems lacked the functionality required for its business. At the beginning of this year, Ocwen serviced $16.3 billion of loans for others. 

Originally, Ocwen bought an off-the-shelf servicing system and surrounded it with default modules that the company built in-house. But this required many interfaces that were expensive to maintain and created data warehouse challenges. 

So the company decided to "challenge the industry paradigm," Mr. Erbey. 

As a result, loan servicing, default management and REO disposition are all managed inside Ocwen's servicing REAL-e servicing platform. In addition, the Windows-based system reduces training costs, automates loan boarding, and allows integration that reduces the need for interfaces, he said. 

The data is real-time and the system relies on an Internet-based, electronic commerce environment. 

Mr. Erbey said that servicing delinquent and defaulted loans accounts for about one third of a typical servicing shop's costs, even though those loans represent only a small percentage of the portfolio. 

"It doesn't cost much to service the loan of someone who pays on time," he said. 

According to MBA industry estimates, it costs $4 per month to service a performing loan, $62 per month to service non-performing loans and $91 per month on average to manage REO. 

Lenders that manage to reduce loss severity rates can achieve better execution on future securitization transactions, he said. 

Bill Erbey, Ocwen built its own servicing system because it found existing systems lacked the functionality required for its business. 
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There is great value - for lenders, borrower and investors - in originating fully electronic mortgages. No one argues this. The current question relates to how soon this can become a reality. While some argue that county recorders will never catch up with the technology wave, others argue that servicing transfers and lien releases sent to the courthouse by servicers will push the recorders ahead. 

Chris Weinstock, counsel for Countrywide Home Loans, told the audience at the recent fifth annual Mortgage Technology conference here, that Countrywide's all-electronic mortgage pilot had proven very successful. While the shipping cost savings were not sufficient to finance the technology investment, Mr. Weinstock said that there were other benefits that would guarantee that his company would continue to work with industry groups on standards that would make the AE mortgage a reality. 

One of the problems, he said, was in the county recorder's office. "Many county recorders are not ready to e-record," he told the audience. "We as lenders have to have the recording information back from the county recorder ... (for) selling the loan into the secondary market. This could take years." 

He did point out that if between 60 and 200 of the most populated counties in the nation bought into the technology, 38% to 70% of the mortgage business would be covered. But that will take time, he said. 

"Standardizing the e-recording process is critical," Mr. Weinstock said. "This will be very difficult, as many recorders have already invested in systems to manage their workflow." 

But some recorders are saying that they are willing, if not ready, to move ahead. 

According to executives at Ingeo, one of a number of mortgage technology firms working with county recorders to automate their systems, the drive to adopt technology has little to do with the dream of the all-electronic mortgage. Rather, recorders would like tools to help them deal with the documents they receive in the mail, which can account for about 30% of their workload and consist mostly of lien releases and assignments. 

John Frey, clerk of the County Circuit Court in Fairfax County, Virginia and vice president of the National Association of County Recorders agrees. He told the audience in Miami that his office handles 250,000 to 300,000 documents each year, with 25% of those being certificates of satisfaction received from servicers. 

Mr. Frey said that county recorders were eager and willing to adopt technology to handle this volume. His county has already done so. Today, he said, when a document comes into his office that can be handled by an automated system, it takes 50 seconds to process. The same document processed by a person would take 20 minutes. Mr. Frey is not the only county official excited about moving more technology into the recorder's office. Nor was he the only one to address the Mortgage Technology conference audience. Mark Monacelli, the county recorder for St. Louis County, Minnesota, said that his industry had been working hard for the better part of the last three years to develop standards for e-recording. 

The Property Records Industry Joint Task Force is now working on standards for electronic recording. This group is working with the mortgage industry to set the standards necessary to make e-recording work. But Mr. Monacelli says these efforts are hampered by lack of funds. 

"Last year, this industry did $2 trillion in business," Mr. Monacelli said. "Our annual budget is $40,000." 

He challenged lenders to join with his organization and support its work financially. 

According to Carmelo Bramante, director of eMortgage for Fannie Mae, one of the biggest is determining how the county recorders will get paid. 

"There is yet to be seen a secure method of paying the county recorders, which is very important," Mr. Bramante said. 
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While the subprime credit card industry debates the role of automated technology, the subprime mortgage market is plowing full speed ahead in its search for better ways to tap a dicey field. One that in both good times and bad has beckoned bankers with the enticements of big time yields, while it stings them with the pitfalls of high delinquencies and credit risks. One of the latest plays is the introduction of a new generation of electronic underwriting tools that aims to slice into those risks while keeping the yields sky high. 

The Adrenaline Group is among the firms sporting a new line of automated software, in this case a product called LoanRover, developed in conjunction with another technology firm by the same name. The firm has found some early takers in the subprime market, including long-time subprime mortgage and home equity primary and secondary market player Saxon Capital, which would not return calls seeking comment. "One of the problems that we are attempting to solve is the subprime market doesn't have a standardizing vehicle like the GSEs for underwriting," says Chris Puchalla, CEO of LoanRover Decision Systems. "(The GSE automated systems) issue approvals for standard A and Alt A products. Our system issues approvals for anything down through bankruptcies and foreclosures." 

LoanRover is similar to Loan Prospector and Desktop Underwriter-the automated underwriting products used by the GSEs to approve and identify borrowers as "A" credits -and its selling point is speed. LoanRover, which has different versions being rolled out for lenders and for brokers, can retrieve and price subprime loans in seconds, leaving the manual keying of borrower information into the computer as the only time element. The preliminary legwork on most subprime mortgages generally takes more than 24 hours. 

In the subprime world, if a potential borrower is found to be simply too risky for even a subprime loan, any time or resources spent researching or doing due diligence on that potential borrower is wasted time. "The technology is allowing people to get through that first cut quickly. If you get past whether someone is approvable quickly, you're saving money," says Richard Beidl, an independent mortgage consultant. 

Beidl says automated underwriting is becoming a staple for most subprime mortgage bankers, and for some lenders is one of the remaining proprietary technology applications that's developed in-house. But it's being used more for that early "get through the door" stage of the lending process than for pricing. Once that hurdle is cleared, the remaining subprime lending process is achieved through traditional means. 

The full adoption of automated underwriting in the subprime market is complicated by the fractured and unpredictable nature of the borrowers. While traditional, conforming "A" mortgages backed by Fannie Mae or Freddie Mac can be priced, packaged and sold as mortgage securities in predictably finite pools of borrowers, subprime mortgages can run the gamut from just below "A" credit to bankruptcy. "Lets say you're on a grading scale and conforming A mortgages are between 90 and 100 and alternative A mortgages go down to 85. That's pretty simple." Beidl says. "Subprime loans can go from that 85 down to 50-or even lower in some cases." 

That wide range makes subprime mortgages more unique on a borrower to borrower basis. Loans are often conditional and have varying rates that get lower based on the borrower's ability to successfully make payments over a period of time. And that makes it difficult for software to spit out a "yes" or "no" based strictly on the uniform set of characteristics shared by most "A" borrowers. 

Copyright c 2003 Thomson Media. All Rights Reserved. 

by John Adams 

Source Citation 
Adams, John. "E-Decisioning Takes a Whirl in B&C Mortgages." Bank Technology News Jan. 2003: 23. General OneFile. Web. 12 May 2012.

Document URL
http://go.galegroup.com.ezproxy.apollolibrary.com/ps/i.do?id=GALE%7CA96072722&v=2.1&u=uphoenix&it=r&p=GPS&sw=w

Gale Document Number: GALE|A96072722 

Title: Use and Misuse of Technology: An executive with a leading mortgage technology firm discusses doing the right thing for the wrong reason 
Author(s): Gregory Smith 
Source: Broker Magazine. 6.3 (June-July 2004): p83. From General OneFile. 
Document Type: Article 
Full Text: 

Telling a mortgage lender that technology shouldn't be deployed to improve efficiency counterintuitive to the way mortgage companies think and operate. After all, who wouldn't want a more efficient and effective operation? But, technology can provide a larger prize than smooth operations. 

Every day brings the industry closer to an ideal state of faster, more accurate and profitable origination, underwriting, closing and archiving process. Each technology advancement helps contribute to the concept of total paperless processing. 

Yet many technology decisions are being made for the wrong reasons. Almost all technology decisions and investments are justified on the basis of cost savings and increased efficiencies. There is a greater need and more profitable payout when the implementation is motivated by a desire to increase sales. 

How can technology increase sales? Mortgage lenders all fish in the same pond. In the environment of a post re-financing boom, two strategies are usually followed to get more business: add more brokers to the broker pool and trim prices. Adding more brokers is costly while cutting prices hurts margins-both have a negative impact on the bottom line. Rather, when the emphasis is placed on better service, easier interface and faster closing, several positive things happen. 

Assuming price parity, a broker wants to deal with a lender that he or she trusts, knows will work with them and has the tools to be more effective and efficient. This is the advantage of delivering better service and being easier to do business with. 

Increase broker traffic 

Technology that provides additional portals encourages broker traffic. Internet-based solutions, WiFi communications and other technological advancements now enable brokers to originate loans from anywhere. The critical differences between technology vendors and their solutions are the ease of access and the after-entry effectiveness of processing. 

Few industry professionals doubt that an eventual outcome from loan origination, underwriting and archiving will be a paperless environment. No industry professional will claim that we are near this goal. Paper is, and will be, an integral part of loan processing for a long time. This does not mean that mortgage lenders aren't already enjoying the benefits of electronic processing. 

Many of those enjoying the greatest benefits are the early adopters that set many of the standards used today. Many also adapted solutions that were embraced both paper and paperless situations and that use both proprietary and industry-tested, widely accepted software. For example, XML, the most widely accepted data standard for the Internet, used in accordance with MISMO specifications enables integration with many business-to-business service models. 

Ways to leverage your investment 

It is critical to make sound technology decisions not only for the financial investment involved, but also for the impact this technology will have on your organization both at time of implementation and for years thereafter. Here are several considerations that will contribute to a sound decision: 

1. Find solutions that are proven and will work in your environment. 

2. Make sure the technology can be deployed quickly. 

3. Chose a vendor and a solution that can offer incremental evolutionary process optimization. No system is perfect and no back-office situation is static. Needs evolve, and you want your systems to evolve with them. 

4. Find solutions that extend to include your partners. Today's business environment often requires inter-dependency with business partners, and your systems should reflect this. 

5. An extra benefit is a platform that is works with your current processes today, but is built to move into the future of SMARTDocs and the e-mortgage. 

Founded in 2001, Atlanta-based Advectis is a provider of software and services to the mortgage industry. Gregory Smith is the company's president. 
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Anyone attending the 2003 annual gathering of mortgage brokers in Baltimore had to be impressed with the turnout. The large throng was a testament to this entrepreneurial group of mortgage professionals who have been the high-performance engine driving the enormous loan production of the past three years. 

At 44,000 strong, the number of brokers is at an all-time high and their share of originations - 65% - impressive. No wonder that sources of capital show great interest in developing relationships with brokers, and vice versa. 

These liaisons traditionally have been established and maintained via limited, single lender platforms; old-fashioned, one-to-one contacts; and a series of sometimes "hit-and-miss" connections. 

While useful to an extent, and in various situations, it remains a challenge for brokers to find lenders who can provide products and pricing that meet the precise needs of brokers and their customers. 

In the last few years, loan origination software and then portal sites were offered as solutions. While certainly a step up from previous methods, the portals (like Ellie Mae) served only as a place for brokers to pass through, en route to somewhere else - usually third-party services, like a credit reporting agency or wholesale Web site. 

Brokers are now taking the next evolutionary step from LOS and portals onto multi-lender, Web-based platforms, like BrokerOneSource(tm), developed by GHR Systems, which rolled out in mid-September. 

Exceeding Portals and LOS 

The new platform configuration exceeds the capabilities of portals and LOS systems, which are self-contained processes that require brokers to continually repeat basic steps such as uploading data, remembering passwords, etc. 

But on a single site, and with no need to go elsewhere, brokers can get eligibility and pricing decisions from many lenders. This is "actionable data," which can be turned into a functioning "1003," without the need to re-enter or upload data. 

It represents a dramatic shift for brokers and wholesale lenders. Previously brokers had to engage with lenders on an individual basis, hardly an efficient means for getting loans decisioned, priced, delivered and closed. 

The new platforms are a full-service mortgage origination marketplace for wholesale lenders and brokers. 

With a multi-lender platform like BrokerOneSource(tm), brokers can receive an indication of eligibility by entering a few key fields or they can enter or upload an application and instantly obtain eligibility and pricing from multiple lenders. Also, they may view all their business on one pipeline, and prepare one due diligence loan package - regardless of the lender. 

Brokers can: 

* originate mortgage applications, 

* shop borrowers to multiple lenders accessing real-time pricing and product eligibility, 

* lock rates, 

* order third party services (credit, automated underwriting, and in early 2004 flood, title and appraisals), and 

* submit a completed loan application directly to the lender of their choice, without leaving the Web site. 

An Egalitarian Approach 

One thing that comes through in reading this list of functions is how much a multi-lender platform creates an "egalitarian" approach for the mortgage market. It makes a broad array of loan products available to brokers nationwide, with a minimal technology investment. 

Even the smallest local shop (and the average brokerage consists of four people) has the opportunity to stand on the same platform with the largest competitors. For smaller lenders, it becomes their wholesale site. 

In addition, brokers can shop for free. Payments only come from those lenders participating in the site and only when brokers submit a full application to a lender. 

All in all, the new platform represents a great source of new business for both wholesale lender and broker. The lender has free setup and exposure to new brokers and only pays if they gain additional brokers or applications. That is vital in this changing rate environment, which will feature significantly lower production (the Mortgage Bankers Association believes production will total $1.5 trillion next year, less than half of 2003). 

As many people know, rising rates usually force a shakeout among technology and service providers. The survivors (a.k.a. winners) will be those technology companies that can add services, and those service companies that can add technology. In other words, each type of company must offer customers a comprehensive platform to compete successfully, for what will be fewer customer dollars next year. 

Once platform participation is set up, lenders can manage all loan products themselves (add, remove, modify) and update pricing as often as they wish, or Web site managers can do it for them. 

On BrokerOneSource(tm), the lender population will be selective, to offer the most value to each one. This approach also benefits brokers, alleviating any need for them to wade through exhaustive lists of lenders. In test development, we often heard complaints from brokers about portals, which force visitors to wade through endless links. 

There are six lenders currently operating on the site. These are Chevy Chase, Charter One Mortgage, Chapel Mortgage, Mortgage Investment Lending Associates (MILA), RBC Mortgage and American Home Equity. There are a few more in the sign up phase as well. 

With the coming changes in the Real Estate Settlement Practices Act, the platform eventually will offer bundled services so brokers can see one price for the loan plus many other settlement services (title, etc.). Working with third-party service providers will give borrowers a guaranteed mortgage package on the site. 

Lenders who prepare properly now, by investing in the right technology and people - before the current production volume drops - will be positioned to be competitive and avoid the predictable cycle of lay-offs and staff re-acquisitions. 

They also will be able to open up additional origination channels and protect volume, perhaps choosing to do more consumer direct lending or arranging partnership deals with smaller institutions. 

Steve Jordan is product manager for BrokerOneSource(tm), a Web-based transaction platform developed by GHR Systems, Wayne, Pa. He can be reached at 484/595-2140. The platform's Web address is: www.BrokerOneSource.com. 

Copyright 2004 Thomson Media Inc. All Rights Reserved. http://www.thomsonmedia.com http://www.brokermagazine.com 

By Steve Jordan 

Source Citation 
Jordan, Steve. "The Next Evolutionary Step: Moving from LOS and portals to multi-lender Web-based platform represents a dramatic shift for brokers and wholesale lenders." Broker Magazine Feb.-Mar. 2004: 62. General OneFile. Web. 12 May 2012.

Document URL
http://go.galegroup.com.ezproxy.apollolibrary.com/ps/i.do?id=GALE%7CA112945261&v=2.1&u=uphoenix&it=r&p=GPS&sw=w

Gale Document Number: GALE|A112945261 

Title: Broker Servicing: Help for a New Biz: Holding loans longer necessitates new tech 
Author(s): John Adams 
Source: Bank Technology News. 19.2 (Feb. 2006): p1. From General OneFile. 
Document Type: Article 
Full Text: 

Steve Stripp hopes to make his job and the lives of his staff a little easier, even though his business is becoming much more complicated. 

Like a lot of mortgage brokers, Stripp, who's an executive at Absolute Home Mortgage Corp. in West Paterson, NJ, is holding onto mortgages after origination, in the hopes of selling larger packages of loans into the secondary market. That involves servicing loans, at least for a while-and that's not something Stripp's firm is accustomed to doing. 

That's where a piece of loan servicing software called Trakker comes in. Stripp hopes the technology, which is produced by the Multi-Financial Services Company, will allow Absolute to service loans without adding staff, and without adding to the work loads of staff who are already processing loans. And in Stripp's case, the hope is the servicing technology can be integrated with existing origination technology for an efficient expansion into a new business. "Servicing is new to us, and I'm looking for ease of operation," Stripp says. "Mixing processing and servicing will save a lot of time, and we don't want to duplicate efforts." 

Brokers like Stripp hope automation will allow them to hold on to new mortgages for several payment periods, bringing them extra revenue. And while they're holding those mortgages, they're pooling an ever-larger group of loans together while they wait for the favorable terms for a sale. 

But getting into servicing loans means brokers have to keep track of a wide array of new business operations that come with collecting mortgage payments and keeping regular tabs on mortgage customers. "At some point we're going to go live with the credit bureaus," says Stripp by way of example. "And the reporting to the bureaus has to be done in a format that's suitable to them, and Trakker has that format." 

Terry Ryan, president of Multi-Financial Services, says the software is designed to consider the gaps in tech and business task knowledge that can arise when smaller firms such as mortgage brokers move into new lines of business such as servicing or mortgage lending. "We've developed a system that's geared to small lenders and brokers that have little computer experience, and want a user-friendly program," he says, adding the system has a detailed help file and is designed to be easy to understand. "They don't want to have to thumb through pages and pages of reports to make sure which customers have their taxes paid. We've ID'd important parts of the system so brokers can just push a key and be done." 

In anticipation of more brokers moving into interim servicing, mortgage technology provider Ellie Mae is partnering with Multi-Financial Services Company to integrate its Encompass mortgage automation system with Trakker. Ellie Mae's existing bench of mortgage software includes Contour, a mortgage management system; Genesis 2000, a loan origination product; Ellie Mae Docs, which are services for document processing; and the ePASS network, which is an online transaction platform enabling 40,000 mortgage companies in the U.S. to do business online with large lenders and about 100,000 settlement service providers. 

The new integration combines Ellie Mae's line of marketing, origination and closing technology with Trakker's servicing function. Trakker includes an automated collections system, escrow management, agency reporting for Fannie Mae, Freddie Mac and Ginnie Mae, an expanded variable interest rate function, flexible escrow accounting, and batch import payment capabilities. "There are a lot of automated features, such as a coupon system that lets you know when the last coupon was used, and an automated collections system, where certain parameters of payment can be entered," Ryan says, adding the system's escrow analysis indicates and updates which payments need to be made on a weekly basis. "You can determine when the first notice, the second notice and the certified letter and ten-day letter when the accounts are due can be sent." 

The software costs $3,645, which is about $2,400 less than what sources say is the industry average for a servicing platform. There is no charge for access from workstations, and the yearly renewal fee is $400. The alliance with Ellie Mae allows for a deployment in a few minutes, with data transferred seamlessly from Encompass and automatically populated into the proper Trakker screens. 

Ellie Mae hopes its partnership will allow it to widen its reach by picking off mortgage brokers who are hoping to expand into interim servicing, and while both tech firms wouldn't share adoption numbers, the combination resonated with Stripp, who initially made an investment in Encompass in the fall of 2005. 

Rich Feinberg, the group product manager of Encompass at Ellie Mae, says that as his company's financial services customers seek to expand their business lines, Ellie Mae is working to grow its offerings through partnerships, internal development of new technology and product extensions though its software kit. 

The product development, whether it's internally developed closing software or the partnership with Trakker, is focused on integrating into a single solution as much of the lending and customer service process as possible. 

"We're seeing more brokers who want to increase their margins, and they're moving toward becoming bankers," he says. "They want to do more sales and marketing, and improvements in closing. And they want to do more on the back end to improve pricing. It's about wherever you can increase margins." 
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Besides providing fast electronic documentation, Desert Document Services Inc. says it can come to the rescue of overloaded loan processors stressed with work during a booming market. 

TeamMate Collaboration, a new feature added to DesertDocs Web, one of Desert Document Services' main online offerings, helps users balance loan processing workloads among company employees regardless of their location. 

DDS executive vice president of sales and marketing, Jamie Glass, believes that nowadays mortgage professionals appreciate the global 24 hours a day, seven days a week access to DDS' Internet operation where there were 2.5 million online transactions this year alone. The mainstays of the Internet services are DesertDocs Web and BrokerDocs. 

"This particular feature allows users to disperse different workloads and leverage their personnel throughout their local office, statewide branches, or even across the country," she said. 

For example, if a loan processing team responsible for certain loan files in Pasadena, Calif., needs assistance to be able to close the documentation on time, they can transfer those files over to another team, say, based in Orlando, Fla., to finish off on deadline. 

"If one person is backlogged, another person in another group can help out to better balance the workload among processors, loan officers, or teams at the branch level," Ms. Glass said. "Reducing staff stress helps lenders reduce errors, improve speed and create borrowers that are lifetime customers." 

In addition to increasing productivity, another benefit is that users can contact DDS for any loan-related problem or to access a file. 

"So it allows multiple access of files at one moment in time," she explains. "You can have many people access the same file at the same time, and distribute files between groups or teams." 

Also, it does not require users to maintain specific software in their desktop. 

DDS services all types of clients including small individual brokers and large banks, correspondents, net branches and wholesalers - BrokerDocs for broker-correspondent users and DesertDocs designed to provide customized products, usually for the wholesalers. 

"We manage over a billion changes a year, with all the forms and all the requests. It's a huge undertaking to manage such a large library of loan forms for every loan formula of every type," she said. "But we are able to do that thanks to a product from Computer Associates Harvest that has enabled us to manage every information change, so that you don't have people making changes in one place and then forget to make into another." 

It is a quality control assurance program that also provides data security filters such as a controlled log-in. Another layer of protection is activated through WebPost, a preparatory product that is offered free of charge to BrokerDocs' users. 

"It is a secured document delivery tool that enables users to download documents or post documents to WebPost so they can be accessed by any assigned title company or anyone responsible for printing documents," she explained. "E-mail is no longer secure to transfer loan information." 

Types of documents-forms provided include everything needed for a mortgage transaction, as well as forms for all the different types of loans such as conventional loans, fixed rate, adjustable rate, construction loans, government loans, Fannie Mae, Freddie Mac, or lender and investor specific products and forms. Plus, DDS builds custom-made form templates and documents for specific programs. 

The executive believes that regardless of how the market shifts, the mortgage industry has become much more efficient with it, so "technology and e-mortgages are here to stay. 

"We have been in the business for 20 years and had software as our primary way to process documents," she said. "But we've had no resistance in migrating people over the Internet during the last three years. In fact 99% of our business now is done over the Internet." 
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VMP Mortgage Forms has released an XHTML-driven document solution that allows lenders to benefit from paperless e-mortgage transactions. 

A core component of the new solution, VMP's I-32 Writer for e-mortgage, outputs XHTML, including tagged XML data, to a pre-specified format to make documents ready for viewing and validating within a browser environment or using standard XML tools. 

VMP's e-mortgage solution meets Fannie Mae's recently released e-mortgage specifications as well as MISMO's (Mortgage Industry Standards Maintenance Organization) SMART Doc requirements. A member of MISMO since its inception, VMP actively participates in the drive to establish data standards for the mortgage lending industry. 

"XHTML provides a secure, intelligent document solution that meets the established requirements of Internet-based electronic mortgage processing and delivery specifications. Through this technology, lenders will be able to reduce the timeframe in which Internet-based loan volume may be achieved and attain the inherent efficiencies of e-mortgages," said Norman Tononi, executive vice president of CBF Systems Inc., parent company of the VMP Mortgage Forms division. 

Roger Gudobba, vice president of strategic alliances for VMP Mortgage Forms and MISMO governance committee member, said, "The time has come for lenders to realize the vast benefits of e-mortgages and our solution allows them to do just that. Through the power of XHTML, VMP's solution allows lenders to engage in paperless transactions. This development is a result of our firm commitment to the advancement of e-mortgage technology and we will continue to work closely with the industry to develop new tools as needs evolve." 

In addition to XHTML output capabilities, VMP's e-mortgage-enabled documents are equipped to capture, utilize and bind a variety of digital signature technology in either PKI (public key infrastructure) or holographic format. 

VMP released its I-32 Forms Design 6.0 product in March of this year. It is the latest version of the company's form design tool. 

Design 6.0 has been equipped with a number of new features that simplify and speed the process of designing documents, the company said. 

I-32 Forms Design, which can be installed as a standalone tool or as a transparent addition to client applications, is a principal component of VMP's automated document solutions. I-32 Forms Design allows users to create complex forms with hundreds of data fields using unique identifiers; incorporate logos, text, signatures and data fields without altering the original forms; and insert easy-to-place check boxes, rules, columns and graphics. 

"The new version of I-32 Forms Design was developed to give lenders greater flexibility in tailoring documents to meet their specific needs," Joanne Gaskin, director of marketing for VMP and Bankers Systems' mortgage business unit, said at the time it was released. "Design 6.0 is a powerful tool that takes forms design to a new level." 

Design 6.0 offers a form-centric approach to creating documents. With the new version, one form, regardless of how many pages it contains, is loaded into one file. For example, a user now only has to open one file to work on a 10-page document instead of opening 10 files - one for each page of the form. 

Using Design 6.0, a user can edit text, rotate text in regular text boxes, accept long data identifications to allow for more than two billion global field identifiers, and lock layers to restrict access. 

Copyright 2003 Thomson Media Inc. All Rights Reserved. http://www.thomsonmedia.com http://www.originationnews.com 

Source Citation 
"VMP Announces e-Mortgage Solution." Origination News July 2003: 42. General OneFile. Web. 12 May 2012.

Document URL
http://go.galegroup.com.ezproxy.apollolibrary.com/ps/i.do?id=GALE%7CA104002892&v=2.1&u=uphoenix&it=r&p=GPS&sw=w

Gale Document Number: GALE|A104002892 

Title: SMI launches loan package service offering. (Tech Newz) 
Source: Mortgage Banking. 63.10 (July 2003): p91. From General OneFile. 
Document Type: Brief article 
Full Text: 

STEWART MORTGAGE INFORMATION (SMI), Houston, has launched its Collateral and Data Assurance Certificate (CDAC), a new service that electronically assures the quality of closed loan packages being delivered to investors. 

CDAC consists of both data and images, and electronically certifies that a closed loan package complies with the lender's closing instructions. CDAC certifies all documents are present, complete, properly executed and notarized, and that the electronic data is an accurate representation of the required fields. In short, it certifies that the loan file is ready for funding by the investor. CDAC warrants to the investor that the integrity of the data and documents related to a particular loan have been electronically gathered and checked for accuracy, and adhere to the review criteria and validation values. 
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Document Processing Systems Inc., Novi, Mich., is the latest doc prep company to offer services to MERS 1-2-3 users. 

MERS 1-2-3 allows members and nonmembers alike to generate complete closing packages and to create valid assignments to MERS for loans that do not designate MERS as the "original mortgagee." Developed in 2002, it was created to help MERS members more rapidly convert correspondents and brokers into MERS-ready trading partners. 

MERS 1-2-3 users can now select DPS as their document provider of choice to generate "MERS as Original Mortgagee" documents and valid assignments to MERS. 

Loans registered with MERS are inoculated against future assignments because MERS remains the mortgagee of record no matter how often servicing is traded between MERS members. 
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GHR SYSTEMS INC., WAYNE, PENNSYLVAnia, has released its BrokerOneSource[TM] Web site (www.brokeronesource.com) a comprehensive, full-service mortgage origination marketplace for wholes ale lenders and brokers. 

BrokerOneSource provides a single Web site where mortgage brokers can originate mortgage applications, shop borrowers to multiple lenders accessing real-time pricing and product eligibility, lock rates, order third-party services (credit, automated underwriting, appraisals, etc.) and submit a completed loan application directly to the lender of their choice, without leaving the Web site. 

"For the first time, brokers have a centralized transaction platform on the Internet that offers the full capabilities of a desktop LOS as well as seamless connectivity to lenders and services," said Steve Jordan, product manager for BrokerOneSource. "Brokers will no longer need to manage multiple pipelines on different platforms or Web sites, or upload the same application data to multiple sites to shop for loan products. Brokers manage their entire book of business in one place, with a consolidated pipeline and a dashboard view of loan status, incoming messages, scheduled callbacks and much more." 

BrokerOneSource facilitates fast and easy setup for participating lenders. A lender can be set up on the site in one day with a standard implementation, which consists of configuring 10 loan products with up to five variations to each product (e.g., a base 30-year fixed product with variations for nonowner-occupied, cash-out refinance, etc.). Once setup is complete, lenders can then manage all loan products themselves (e.g., add, remove, modify) and update pricing as often as they wish. 

There is no risk, no obligation and no cost for lenders to join the network. Payment only occurs upon submission of a full application by a broker. Submitted applications are provided to lenders in a Mortgage Industry Standards Maintenance Organization (MISMO) extensible markup language (XML) or Fannie Mae Desktop Underwriter(r) 3.0 format. 
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Today's lenders and brokers need to stop thinking of their loan origination systems as mere data- collection and relationship-management tools. Instead they must start thinking of LOS systems as key workflow management platforms expected to help them do their piece of tomorrow's end-to-end electronic transactions. 

That was the message Genesis 2000 president and CEO Kami Tafreshi and Gallagher Financial System's founder and CEO Doug Gallagher had for attendees at the Western Secondary Market and Technology Conference in San Francisco. 

What to Look For 

Opening with a soup-to-nuts overview of what to look for in an LOS system, Mr. Tafreshi said that most loan originators recognize that they can't do business any longer without a computer. They also recognize that teamwork and efficiency in the office depend on all computers in a workplace being networked together to create some kind of workflow system that avoids rekeying and allows handoffs of tasks from one player to the next. 

To coordinate all that, he said, "most offices have a single loan origination system for all computers in the office, where all incoming and outgoing data is stored and processed." 

What differentiates useful systems from outmoded ones, he suggested, is the ability to let users reengineer their businesses around the LOS system. 

"My biggest thing has been concentrating on ePass, which took us a year and a half to develop," Mr. Tafreshi said. 

With Internet Explorer embedded in the software, ePass has the technology to connect with third parties, do server-to-server interfaces, and act as an intermediary. 

"We can take information from Genesis 2000," explained Mr. Tafreshi, "push the information to others, and do that live, if the parties want to wait online or store the information on our servers." With the ability to offer "just-in-time delivery of logic" as a built-in feature of ePass, the system overcomes the old headaches of software update delivery, automatically configuring software on the desktop. 

Genesis 2000, in effect, goes beyond merely serving as a tool for collecting loan application information and supporting documents, he said, serving as a robust workflow management system. Genesis' Mortgage Mail lets originators communicate back and forth all the time with their customers, constantly generating loan-status information. 

Mr. Gallagher said that while an origination system should promote process efficiency, reduce maintenance costs, and let the user leverage its existing knowledge base, the most important factor, he said, was that "your origination solution should be able to adapt rapidly and cost-effectively to changes in your business and changes in the industry." 

To accomplish that end, he said, GFS does not do one-off customized solutions that limit adaptability to unforeseen factors and take many months to install. 

"The fundamentals of lending are no different from one lender to another," he said. 

"Users should be able to customize their LOS systems easily, without giving up the collegial benefits other big lenders have gained from using the system." 

GFS customers very rarely change the LOS software by programming in one-off features. "They are much more comfortable using dialogue helper tools and the drag-and-drop capability," he said. 

Designed as a LOS system for companies with 100 users or more, Gallagher's Millennium 2.0 "changes the paradigm," he said, by offering a way to make changes in the LOS system without resort to the tedious iterative process of programming start-from-scratch solutions. 

He said Millennium 2.0 offers flexible workflow management "that puts enormous power in the hands of the user" with component objects that can be developed in a drag-and-drop, user-friendly environment to create the business-process results that the client wishes without requiring code changes. 

The system tracks process efficiency, enables control of task items to streamline workflow, and incorporates QC/audit functions from the very beginning of the loan process. 

He said the system interfaces with all the leading broker-serving LOS systems, including Genesis 2000. To know in advance how an LOS system will perform, it's also important to stress test it. 

Calabasas, Calif.-based Genesis 2000 is a wholly owned subsidiary of iOwn.com Inc. GFS is headquartered in Coral Gables, Fla., with a development office in Nashville, Tenn. 
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THE STORY YOU ARE ABOUT TO READ may seem unbelievable or impossible. I leave it up to you to decide whether it is true or not, or even possible. This is the story of Bootstraps Mortgage, a mid-sized West Coast mortgage company, and its chief executive officer, Will Cambio. 

The day before 

Will Cambio was walking out the door at day's end. He walked past the lunchroom and saw John, the maintenance man. "Goodnight, John," he said. John was polishing what looked like a brand-new coffee machine. Will stopped and went inside the lunchroom. "What happened to the old coffee pot?" he asked. 

JOHN: It broke. Just one pot of coffee too many, I guess. You should have seen everyone panic when they arrived this morning. Someone went to Starbucks and brought back two dozen coffees. They went like hotcakes. Others tried to do without and got the shakes. Nothing was getting done. Finally, at 10 a.m., the head of production went to the chief financial officer and got the OK to buy a new coffee pot. 

WILL: Well, at least it wasn't the fax machine. That would have been a real problem, since tomorrow is a holiday and we'll be here catching up on the work backlog. I'm glad this was resolved quickly. 

JOHN: Not exactly. No one knew how to work the new machine, so there was a bit of a panic. The old pot had been there for 10 years. It only had two buttons and you could learn how to use it in 15 seconds. 

WILL: What happened, then? 

JOHN: Well, you'd think they had all just joined the Olympic speed-skating team. In 15 minutes Jan in loan processing and Mark in secondary marketing had read the directions and figured out how to use the machine. Alice in quality control typed up a quick summary and pasted it to the front of the machine. Even Bill in underwriting, who doesn't know how to reset the clock on his VCR, was brewing a fresh pot by 1:00. 

WILL: That's a funny story. 

John finished cleaning all the discarded faxes out of the trash bin and hauled the paper out to the dumpster. Will went home that night content with the knowledge that his $2 billion a year mortgage company was humming along nicely. 

The day IT happened 

Will went into the office at 7:30 the next morning. The parking lot was virtually empty on this holiday weekend. As he approached the lobby, there seemed to be a commotion. He walked in the door, when Jan from processing yelled, "The fax machines are gone!" "What do you mean, they're gone?" Will asked. 

JAN: When I arrived at 7:00, I got my cup of coffee as usual and then went to the fax machine to get the latest loan applications from our mortgage brokers. But the fax machine wasn't there. 

MARK: I'll bet PDQ Mortgage took the machines. Our loan pricing has been killing them, and their business is down. 

WILL: Our main issue now is that we have a business to run. The stores are closed and we can't get new fax machines for two days--so what are we going to do about it? 

JAN: Well, we can call our brokers and ask them to send us the loan files electronically. 

MARK: They won't do it just because we ask them. They'll laugh and just send the loan to PDQ Mortgage. I'm not hedged for a huge fallout. It will be cheaper to pay them $25 extra for every loan. 

WILL: OK, then let's pay up for electronic loan submissions. We order credit reports electronically, but what about appraisals, mortgage insurance and the Internet loan applications? 

JAN: The appraisers say their firms have the software, and some have had training, but in the past it seemed like a bother. The mortgage insurers all have electronic interfaces, but we've never used them. And the temp employees were printing out the online loan applications and re-entering the data into the origination system. But Warren at MortgageWebTools.com has been trying to get us to import the data directly from the Web site into the LOS [loan origination system]. I'll call Warren and have him do an online demo. 

WILL: Great. Call the appraisal firms and tell them we'll send the top three one-third of our business for the next three months if they receive appraisal orders electronically and send back electronic appraisals with photos attached. Let's have the MI [mortgage insurance] reps earn their pay and get in here to show us how to electronically send and receive PMI [private mortgage insurance] orders. 

MARK: I need to lock in $40 million in new production with ABC MegaLender. We normally send lock requests via fax, but last year three megalender sales reps installed software for electronic submissions from our LOS secondary marketing module to their online portal. I've never used the software, but if you can get me a programmer to test the interface, I can register the loans electronically. 

WILL: Done. Check pricing as always, but send as much production to the megalenders with the most efficient technology. OK, anything else? No? Then go! Report back to me by lunchtime, then I'll meet with all department heads at 7:00 this evening. 

That evening 

At the end of the day, the head of production, secondary, information technology (IT) and human resources (HR) stayed late into the evening with the chief financial officer and Will. They took an accounting of the first day, and laid plans for the second day. 

HEAD OF PRODUCTION: We have two appraisal firms receiving our appraisal requests electronically. These firms also began sending in-process appraisals electronically. They used to fax or mail the appraisals because we didn't know how to use the system. The MI sales reps have been waiting for a reason to differentiate themselves from the competition, and they came in to show us how to submit electronic orders. And MortgageWebTools had the Internet loan applications flowing into the LOS in a snap. 

HEAD OF SECONDARY: The bad news is that we did have above-average fallout. The good news is, it was mostly from brokers who tend to rate-shop anyway. Volume is down 20 percent from prior expectations, but the electronic submission pricing incentive is keeping the pipeline pretty strong. Plus, the data has fewer errors in it, which means we'll be able to hedge more accurately. 

HEAD OF IT: I had our best programmer build the secondary marketing interface to two megalender portals. He can finish the other interfaces tomorrow, and if we want, he can complete the year-old service request to build an interface from the LOS to the secondary marketing module. 

HEAD OF HR: With the fax machines gone, the temp employees didn't have anything to do. So we let them go. The additional programming will be very expensive, but with what we paid temps to rekey faxed data and send faxes, we can pay for the programming. 

Week one 

By the end of the first week, production was back up to 90 percent. By month-end, Bootstraps Mortgage was at 100 percent. The preliminary cost data indicates that the company broke even in loan processing expense. Plus, it broke even in secondary marketing and warehousing, where Will thought it would get hammered. Most important, Bootstraps' employees became proud of their newfound skills. The only declines that could be documented were in temp expenses, quality control expenses and coffee consumption. 

The first year 

A year later, Will received a call from the Mortgage Bankers Association of America (MBA) regarding the MBA Cost Study data that Bootstraps Mortgage had submitted. "Will, your cost data must be wrong. It shows that you made a profit in loan processing. No one has ever done that. That can't be right," said the caller from MBA. 

"No, it is correct," Will said. "Just don't tell anybody, OK?" 

Will Cambio never did find out what happened to those fax machines, and to tell you the truth, he doesn't care. As he left the office that night, he saw John the maintenance man sitting in the lunchroom having a hot cup of java from the now well-used coffee machine. 

WILL: Done already? 

JOHN: Almost. I applied with HR to take a class after I began saving time emptying trashcans, refilling paper in the fax machines and changing toner cartridges. I'm taking MBA classes in loan production and have some homework to do. 

Will went home that night and learned how to reprogram his VCR. 

Craig Focardi is a senior analyst with TowerGroup, Needham, Massachusetts. 
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For the typical small mortgage broker, one of the biggest headaches is dealing with the physical storage of loan files after the loan closes. 

Federal regulations, as well as most state regulators, require the broker to hang on to the files for an extended period of time. 

The amount of space required can be daunting. 

Nancy Gascoyne, the director of mortgage operations at Approved Mortgage Funding Corp., Amherst, N.Y., said she does what many small mortgage brokers do. She has the files taken over to a secure self-storage facility (a "You-Store- It," she said). The one Approved Mortgage uses is "fairly weather-tight" and convenient to the company's offices. 

She had considered another "climate-controlled" facility, where the operators will also retrieve the documents for them, but it was too far away from the office and the retrieval service was too costly for her small firm. 

In New York state, the Banking Department requires mortgage brokers to have their loan files on hand for three years. But federal regulators can look back five years, she noted. 

Cost is an issue, especially for the smaller broker, Ms. Gascoyne noted. 

It is believed that some brokers are actually storing files in their basement. 

Storage Room 

At Fremont, Calif.'s Horizon Financial Associates, there is an entire room at the company's offices dedicated to storing the closed files from the past two years, said George Duarte, the broker/owner. 

For the files the company does not have space to keep on hand, those are sent to a storage facility. 

Under California law, brokers have to retain files for four years. 

Periodically, he said, Horizon has a document destruction company come in and take the files that are over four years old and have them "professionally destroyed." 

The company moved into a new building in January of 2002. In its old location, the dedicated room was only large enough to store one-year's worth of files, approximately 600, he said. 

But as time and technology march on, the days where mortgage brokers will be burdened with need and cost of physical file storage are numbered. The technological assault on paper is two pronged. One front merely takes the existing paper and processes and makes the output through a digital storage medium. 

SMART Documents 

The other will have a profound effect on the way the mortgage origination process will be conducted in the future. 

This second wave is the use of SMART Documents and e-signatures to create a completely paperless mortgage process. 

Recently, DocuTech Corp., a provider of compliance services and document technology for the mortgage industry based in Idaho Falls, Idaho, entered into a partnership with Wave Systems Corp., Lee, Mass., to offer a completely paperless electronic mortgage. 

Wave Systems offers a Web-based digital signing and document storage solution. 

Under the agreement, DocuTech will generate either a traditional paper document or a Smart Doc. Wave will provide the digital signature and digital document storage application. This sets up an end-to-end digital solution from application to origination to investor delivery and servicing. 

Ty Jenkins, the chief executive of DocuTech, said the development of the electronic mortgage comes from a couple of different factors. 

The first and most publicized is the efficiencies it brings to the mortgage process. 

But the other side is document storage and retrieval. An electronic mortgage can be stored in an "e-vault," allowing the consumer, the lender or any other authorized party to go back and examine the documents. 

These documents have been encrypted and so they cannot be changed. 

The First eMortgage 

With much fan fare, DocuTech participated in the first electronic mortgage back in June of 2000. But widespread adoption of the process was not forthcoming. 

DocuTech, Mr. Jenkins said, realized lenders needed some options and a migration path. The company converted its library to be an XML solution. Then the MISMO effort introduced standards to be followed. 

Before then, he said, there were no standards. 

Over the next few years, Mr. Jenkins believes as they become familiar with the process, mortgage originators will be adopting the electronic format. He is not sure if there will be 100% adoption, but the majority of loans will be originated using e-docs. 

He has "no doubt" that in 2003 e-mortgages will have a significant impact on the business, and in 2004 it will be even greater. 

Because the documents have already been digitized, there is no need for scanners or microfiche machines. 

MISMO, he said, even has a standard out for e-vaults. Among the three or four companies providing the vault services is Wave. 

To get e-mortgages to be adopted on a widespread basis, proponents had to "start at the top of the food chain," which in this case are the government-sponsored enterprises, he said. 

Once they got on board, mortgage wholesalers became free to include e-mortgages in their platform and this will "trickle on down" to the mortgage broker, Mr. Jenkins said. 

DVD Storage 

The prong toward electronic document storage takes the current paper documents and digitizes them and saves them onto a media such as a DVD or a CD disk. 

Array Consulting LLC of Bennett, Colo., recently began marketing its electronic document management solutions to the mortgage industry. 

The company developed its first solution in this area for a company that is not in the mortgage business, said Jared Ellson, a software engineer. The company used between 10,000 and 20,000 square feet of office space to store paper documents, as well as a number of dedicated staff members to do the retrieval. 

Array developed a software solution for them, where the documents are scaned into the solution and stored on DVDs. The hardware resides at the user's offices, not Array's. 

There are cost savings involved with both storage and retrieval, Mr. Ellson noted. Through a secure online (either Internet or intranet) site, an authorized person can pull up the documents, even at a remote location. No one but the authorized person can have access to the documents. 

Array saw its service as natural for the mortgage industry because of the amount of paper used in the originations process. 

While the client has possession of the hardware, Array will maintain it and support it. 

The software solution is scalable and it can be sized up or down. A lot does depend on retention and destruction requirements, he said. 

As a result the costs also vary with the size and method of the storage needed. 

Cost is a Factor 

For Nancy Gascoyne, costs are a significant factor when it comes to storing documents. For many smaller brokers like her to adopt such a solution, it will come down to cost. 

Ms. Gascoyne is particularly hard hit because she works in an area with low loan amounts (and the resulting lower income margins). 

Therefore, for the small broker it is quite likely they will keep putting their files in cardboard boxes and bring them down to the "You-Store-It." 
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Brokers and wholesalers keep stressing the importance of technology and automation as the number one advantage in the marketplace other than getting the best price. 

It is a reminder that mortgage veteran Vince Manglardi, executive vice president of the wholesale division at First Home Mortgage, a subsidiary of American Home Mortgage Holdings Inc., believes especially useful for a successful jumpstart in 2003. 

"The key to a good year is simple really," he says. "It is price, technology, and service driven by long-term client relationships." 

Nowadays, Mr. Manglardi believes, brokers who do not yet have e-mail and Internet access "are doomed to be left behind" because most business is conducted online. 

"The other day prices changed three times during the same day," he said. "And e-mail is the only way to be timely with this type of communication because you send the information instantly and also get the confirmation notice the moment they actually received it." 

Created in the 1990s, First Home Mortgage's wholesale division has grown over the last couple of years thanks to the favorable market environment. That growth reached its weak in 2002, when the company experienced tremendous growth. Total production during the year reached $1.3 billion, the highest wholesale loan volume ever reported by FHM. Mr. Manglardi expects this figure to double by the end of 2003, "even if the market slows down." 

He attributes FHM's success primarily to its new technology and process automation that has shortened the operating time down to 48 hours compared to the 21 or more days it takes when loan processing is not automated. 

"The pressure to further automate loan processing is much higher in a good market," notes the executive. 

Broker clients prefer having the ability to access loan and lender-related information online, engage in online data processing and also close deals online. He says, "They have no time to waste and will go to your competitor unless you deliver quickly." So company executives are trying to further automate the loan wholesale process in general and achieve complete automation when possible. 

Internet time and cost efficiency has changed the attitude in the workplace. The executive notes that employers "do not feel like using faxes anymore because they are no longer convenient and a rather time-consuming, business-to-business document exchange," but they are expected to closely follow up with each client and not sacrifice service to gain more business from new clients. 

"Focus on automation, but do it right," advises Mr. Manglardi, "You should not sacrifice the quality of your service to loyal customers who are your long-term working partners." 

FHM's business strategy is based on referrals. Over the years, observes Mr. Manglardi, quality service created "a solid and profitable relationship" with broker clients who bring in new business, eliminating the need for advertising or telemarketing. 

The market will change, cautions Mr. Manglardi, and brokers will remember "you were not one of those greedy lenders who were nasty to them when business was good." 

It is the main reason why, although currently licensed to operate in all 50 states, FHM did not rush to expand into all these markets right away. In 2002, FHM's wholesale business continued to mostly operate in the Midwest and in the tri-state area of New York, New Jersey and Connecticut. This year company executives plan to gradually expand wholesale operations into more markets in urban and suburban areas of Chicago and beyond. 

The executive recalls how in 2002 it was agreed to avoid the temptation of "drastically" expanding the business geographically, despite the success of the newly-adopted technology capable to absorb the record high loan volume and broker demand. 
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A mortgage insurer that has its own automated underwriting system may soon let its customers use competing systems from Fannie Mae and Freddie Mac. 

The PMI Group announced a pilot program in which a client, HomeSide Inc., will have access to Fannie Mae's Desktop Underwriter and Freddie Mac's Loan Prospector. PMI performs contract underwriting for HomeSide, the nation's fifth-largest originator of home loans. 

San Francisco-based PMI is not the first mortgage insurer to offer its contract underwriting customers access to Fannie Mae's and Freddie Mac's systems. But observers said the decision was a significant one for PMI because its PMIAura system competes with Desktop Underwriter and Loan Prospector. 

PMI is regarded as one of the more technologically advanced companies in the mortgage insurance industry. Its willingness to offer access to the government-sponsored enterprises' systems demonstrates lenders' increasing acceptance of Desktop Underwriter and Loan Prospector. 

In fact, Gene Campion, PMI's vice president of national underwriting, said the decision to start the program came as a result of lenders' requests that PMI provide access to the two GSEs' automated underwriting systems. 

Mark Johnson, executive vice president of HomeSide, said the Jacksonville, Fla.-based lender already has similar arrangements in place with other insurers including MGIC Investment Corp., CMAC Investment Corp., United Guaranty, and RMIC. 

"PMI needed to offer this as another tool for their customers," Mr. Johnson said. 

Many lenders farm out the loan-underwriting chores to mortgage insurers, which underwrite them on a contract basis. Most insurers have their own mortgage scoring software to rate the riskiness of the loans. 

HomeSide had been using PMIAura for its retail originations and will continue to do so. 

But according to Mr. Johnson, it made more sense for HomeSide to have loans originated through wholesale channels processed by Loan Prospector or Desktop Underwriter because of the agencies' underwriting standards for these loans. HomeSide is predominantly a wholesale lender. 

Mr. Campion said most large lenders have expressed interest in the program and that PMI should open the program to all of its contract underwriting clients by the beginning of July. He added that lenders will still be able to process loans through PMIAura. 

"We still expect PMIAura to be a valuable addition to the Loan Prospector and Desktop Underwriter systems," Mr. Campion said. 
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The importance of technology is growing in the financial services market. 

Financial services are perfectly suited to a life in a technological world. There are no tangible goods which need to be displayed or conveyed, simply documents to be filled in and paperwork to be shuffled around. Client details can be collected and transmitted electronically and payments can be made directly into bank accounts via BACS systems. In theory, no one has to touch anything other than a computer mouse and keyboard. 

When considered in such basic terms, it is difficult to understand why the world of finance has not been completely automated, with us all enjoying the benefits of a paperless office, but anyone who works in the financial services industry knows that this Utopian ideal is still a long way off. It certainly is when it comes to processing mortgage applications. 

However, there is no denying that we have come a long way in a few years. Do not be fooled, however, into thinking that electronic trading is now the way of the world, because it isn't--yet. 

The mortgage industry is in the throes of a major technology update. Many lenders have legacy computer systems which were developed decades ago in an era when the concept of electronic trading had not been considered. 

[image: image78]
A surprising number of lenders are still not cap-able of calculating mortgage repayments using daily interest rests, let alone accepting and processing mortgages electronically. 

Lenders are spending many millions of pounds updating computer systems and mortgage processing is frequently at the heart of these big and complex projects. 

It will be several years before most lenders win have state of the art systems and, in the meantime, we will have to persevere with paper-based processing procedures. 

Until recently, the concept of having a seamless system enabling brokers to complete an electronic application form and submit it electronically to a lender, where it is automatically accepted into its own computer systems, credit-searched, credit-scored and presented to an underwriter for final approval without any human intervention, has been a pipedream. 

In reality what has generally happened is that applications are sent electronically to lenders, where they are printed on to paper and then processed in the same way they have always been processed. Status data is made available to brokers electronically but this is not the seamless process that some have made it out to be. 

The common trading platform has been a long time in gestation but is now a reality mad, as long as lenders have updated technology which can interface with the common trading platform, it does promise considerable benefits for brokers. 

Brokers can source products, submit them directly to a lender's back-office system and track the progress of cases electronically. 

Decisions can be given quickly and if a case has to be re-submitted it can be done so without a client's data having to be re-entered on to a new application form. Brokers can complete applications with borrowers in their homes and return to an office where data can be submitted at a time and place which is more convenient for the broker. 

There is a danger, however, that people get carried away with this vision of digital efficiency. There will still be a need for considerable human input. Any broker who has used a sourcing system knows that finding the best product is not as easy as it is made out to be. 

There are often several products available with almost identical rates and criteria and it is only by talking to someone that those all-important differences can be identified. 

Some categories of products are also difficult to pigeonhole on sourcing systems. Niche and sub-prime mortgages are excellent examples. Criteria can often be guides, with lenders assessing each case on its own merits when they have all the details to hand. 

This is where the expertise offered by mortgage distribution companies and packagers comes into its own, as knowledgeable staff can help brokers identify the most suitable lender for a client. 

What is more, when things go wrong--which they do--people want to be able to speak to people to get matters back on track. There is nothing quite as comforting as human intervention. 

Mortgage brokers cannot afford to ignore technology. It is here to stay and will have a big impact. But they cannot afford to become over-dependent on it. 

I lay a wager that in 10 years time, there is still plenty of paper about in the offices of brokers and lenders. 

Tomlinson, Justine 
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MINNEAPOLIS -- U.S. Bank Home Mortgage wants to be ready to do business in a mortgage environment where electronic signatures, notes and closings are the norm. To help them in this transition they are working with Wolters Kluwer Financial Services. 

"We've been in wholesale for a while and didn't offer a solution for our lenders to draw docs," said Debra Ringler, senior vice president of wholesale operations at U.S. Bank. "We wanted to transition from a paper process because we'd have to make corrections and do multiple FedEx shipments. So we wanted to offer a product online that they could view before drawing docs. We found X4 and liked its ability to draw data, have multiple parties view it and have it all online." 

"We wanted to give automated solutions to our partners on how to underwrite a loan all the way to closing," added Rick Kelley, senior vice president of national wholesale sales at U.S. Bank. "You have five or six doc prep companies that all have their own websites and are very good with forms, but the problem is they don't manage the information. 

"What we found was that many of our customers that were using these applications were pulling the wrong document set," he reported. "However, they'd still go ahead and close the loan and when we reviewed it we'd have to send them the package back to get the accurate deed of trust for example. X4 allows us to view the information, bless that information and assure the customer that they were going to get a doc set that was error free. When we designed the product we worked with our customers and got immediate positive feedback." 

The X4 product is a result of the recent acquisition of Entyre by Wolters Kluwer. The Entyre technology was combined with VMP technology to form the foundation for the X4 application. 

U.S. Bank liked the fact that the technology was very forward thinking and appreciated VMP's long list of clients and tenure in the mortgage industry. "We saw using X4 as a positive because it allowed for a more collaborative process," explained Ms. Ringler. "We look at technology to enhance the process. We want to get closer to e-documents, which was in line with their vision." 

"We knew what we were looking for," pointed out Mr. Kelley. "The people at X4 know where they are going and what they want to achieve. Plus, we had comprehensive testing. So, we had all the assurances that we were doing the right thing at the right time." 

In terms of the roadmap for the future of X4 and U.S. Bank, both companies see the electronic mortgage as the wave of the future that everyone in the mortgage space needs to be ready to achieve. "Right now our settlement agent can sign in and view the docs with X4," said Ms. Ringler. "The vision is to have a consumer portal where they can log in to view the docs as well. As the industry gets closer to e-signatures and e-closings, everyone can log into X4 and execute the loan online over a secure Web portal." 

"Once the industry fully embraces e-signatures we'll be ready for it," noted Mr. Kelley. "We won't have to find a vendor, implement a new solution and roll it out to the end user. We're still a ways away from getting acceptance from the counties, but once they are there we'll be one of the first to offer a complete e-mortgage environment." 

In choosing X4 as their solution to prepare them for e-mortgages, they found that the close partnership that they entered into with the vendor also helped them isolate parts of their process that were inefficient and improve on them in order to realize tangible return on investment. "We had a team that met on a weekly basis," pointed out Ms. Ringler. "We walked through it field by field and provided our program description and client information. Everything was made very simple for our lenders to go in and pick a product. We even piloted the site before we went live with our lenders. 

"We didn't have a lot of upfront expense because the tool was there," she said. "We expanded our ability for the reviewers to be more accurate so we gained efficiency without having to add more staff. We're also able to get the loans to market more quickly because there are less errors to address. 

"When we started out we were looking for something to add value to our customer," concluded Mr. Kelley. "In the end. we also expanded the amount of volume we can take in without adding staff. For us those issues where you had to go back to the partner to repurchase have gone away all together." 

(c) 2006 Origination News and SourceMedia, Inc. All Rights Reserved. http://www.originationnews.com http://www.sourcemedia.com 
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A wholesale mortgage broker is exploiting a mobile application to give its sales representatives one-handed access to 

account data anywhere they can get a cell phone signal. 

About a dozen sales reps with First Rate Financial are using Entellium's recently released eMobile software to connect, via 

Verizon Wireless Treo 700 smart-phones, to CRM data. With minimal training, the reps can move quickly via a thumb wheel [see 

photo] through nested menus to call up the most recent account data, including each step of a loan application's workflow. 

"It's a pretty robust little application," says Michael Colagrossi, a principal with First Rate of Bellevue, Wash. The company 

represents banks and lenders in six states. 

It's robustness is no accident. Entellium designed eMobile from the outset to be used on a smart-phone. The company's approach 

won it a place in our recent listing of five "Wireless Companies to Watch." The guiding inspiration for the project: Apple's 

easy-to-use iPod music player. 

"We think the No. 1 design criteria [for a mobile application] is: be able to use it with one hand," says Paul Johnston, president 

and CEO of Entellium, which is based in Seattle. 

Entellium's main desktop and server application is eSalesForce, a Web-based, hosted CRM application that competes with products 

from Netsuite and Salesforce.com. Its main selling point, Johnston says, is that it offers the same or better functions at 

half the price of its rivals. The new eMobile application takes the full functions of the browser-based application and recasts 

them in a Java app designed for the smart-phone platform. 

First Rate's employees use their Treo 700 devices to make a cellular connection over Verizon Wireless' CDMA net to Entellium's 

servers. Once they're authenticated, they see the eMobile home page and start their menu selections. Clicking on "What's new" 

gives them the option of selecting "Today" or "last 5 days" to see all newly assigned sales leads and activities, and then 

to drill down into account-specific details. 

Users click on "Today" and see a set of new leads. Clicking one name, brings up such details as the date the lead was created, 

current status, level of interest and contact details, such as e-mail address and phone number. Selecting either address or 

number, causes eMobile to create a message or dial the number automatically. A copy of the e-mails is saved and uploaded, 

as are records of the phone call. 

"I don't ever pull the stylus out of my Treo," Colagrossi says. "I've been able to do that [navigating and even inputting] 

very quickly. It's very easy to move around just using the action buttons on the phone and the keyboard." 

The ease of this navigation was a top priority for Entellium. The company even added some video-game designers to its engineering 

team. One key decision, made early, was to scrap the conventional Microsoft Windows Forms interface used by many application 

designers. "In a classic Windows interface, all this [activity] is more complicated," Entellium's Johnston says. "The Windows 

Forms interface that's typical of our competitors is, in our opinion, an obstacle." 

First Rate Financial customized Entellium's eSalesForce to capture the step-by-step workflow of loan processing. This same 

workflow is reflected in eMobile's arrangement of menus and drop-down lists. "To my surprise, that all just carried right 

over to the phone version," Colagrossi says. Now, sales reps at customer's site can see where each loan is in this process, 

what additional documentation is needed, whether an application review needs to be done and what information needs to be sent 

when to the underwriter, he says. 

The eMobile application requires about 400 to 500KB of memory to run. It has built-in caching, so it can store some data on 

the handset. If the cellular connection breaks, the software is smart enough to know that a transaction failed to complete. 

When the connection is restored, eMobile picks up where it left off to complete the action. 

Verizon Wireless has recently signed a deal to offer eMobile as part of its wireless sales force automation offering for business 

users. The service will be marketed and sold by the cellular carrier. 

"We've been using [eMobile] 'right out of the box,'" First Rate's Colagrossi says. "From what we've experienced so far, we're 

pretty happy." 
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California is the state where the most mortgages are originated, and it is one of the two states (Florida being the other) where mortgage brokers are most active. It is also considered a technology-savvy state, being the home of Silicon Valley. 

Taken from our annual survey of mortgage brokers is a sample of 25 originators headquartered in California, which answered the question on which loan origination software system did they use. 

The most named product was Calyx's Point, used by 56% of the respondents. 

If Ellie Mae's market share is taken as a single entity, it was named by 32% of the respondents. However, that company's share is divided between its two legacy products, Contour (12%) and Genesis (8%), and the product it would like to see brokers that use Point migrate to, Encompass, which also has a 12% share. 

Among the more interesting findings of the survey can be seen in the volume column. Point is used by mortgage brokers of all sizes, from the top two firms to five out of the six firms at the bottom of the table. 

Meanwhile, Encompass and Genesis are used by originators of similar size, between $100 million and $600 million. But Contour's users have lower loan volumes, between $50 million and $66 million. 

Dave Lewis, senior vice president of marketing for Ellie Mae, notes there are many ways to look at market share. On a company basis, nationwide its share is between 30% and 40%. But the main thrust of marketing Encompass has been at larger companies, where there are more individual users for the product (vs. the smaller shops). 

The larger companies, he added, would be the ones that would benefit most from the enhancements that Encompass had that were not in Genesis and Contour. 

Among the recent licensees of Encompass is the nation's largest mortgage broker, Allied Home Mortgage of Houston. However, that company will still also be licensing Point as well. 

Another mortgage broker that Ellie Mae said is switching from Point to Encompass Anywhere, an ASP-based system, is Family First Mortgage Corp., a 248 branch firm based in Dublin, Calif. 

"It took us a year of research and analysis to make the decision. We looked at various products and even evaluated the option of building the technology ourselves," said Glenn Hill, chief operations officer at Family First. 

For the first couple of years since rolling out Encompass, Mr. Lewis said, the focus had not been on trying to get Contour and Genesis users to switch to the new product. Rather, the company had made its marketing thrust to Point users, and gave them the ability to make switch on a three-click basis. 

While Contour and Genesis users have made the switch to Encompass, it has not been as easy. That will change in 2006, Mr. Lewis said, when Ellie Mae will offer those users the same seamless migration that it did for Calyx users. 

Yes, Ellie Mae wants to be the market share leaders, he said, but more importantly, it wants to have the best product out there, and that has been shown by the number of companies, especially the larger ones that have undergone "the pain" of changing systems. 

(c) 2005 Broker Magazine and SourceMedia, Inc. All Rights Reserved. http://www.brokermagazine.com http://www.sourcemedia.com 
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MORTECH LLC, Guilford, Connecticut, has been surveying lenders and collecting data on mortgage lender behavior since 1988. During that time, we have endured several interest-rate cycles and have witnessed four eras of technology change in the industry. 

Through it all, we can say that fundamental change in the mortgage industry occurs slowly and often reluctantly. There are few technology risk-takers in the industry. According to MORTECH findings, only one in 20 lenders is adventurous enough to consider early adoption of a new technology application. One in 20 makes it difficult for technology dealers to find appropriate and good proving grounds for their newest products. 

On the other hand, lenders are evaluating vendors with an emphasis on vendor capabilities that differs from the past. Not too long ago, the primary determinant in selecting a vendor was the industry knowledge that a vendor possessed. A vendor's full and unique knowledge of the mortgage business was the sine qua non of building the customer-vendor relationship. 

Times have changed. While industry knowledge remains important, technology competence now is the most sought-after vendor trait. The rapid succession of changes in underlying technologies over the past 20 years has increased lenders' perceived need for a technology partner more than for a business partner. 

[image: image79]
The broad and profound technology changes with which lenders have had to cope have brought on a case of "techno-fatigue." For vendors, each major stage in the evolution of technology has required them to reinvent their products. Short of development capital, many vendors adapt their products rather than rebuild them. Merely adapting technology products often leads to maintenance and performance issues, and customer dissatisfaction. Far worse, though, compromises in development deprive the industry of technological innovation. 

It is true that lenders have more invested in technology than at any other time in history. Yet, they cannot be thought of as true technology companies. After enduring such rapid-fire changes in technology, lenders now are more reluctant to rip out the investments they have in their so-called legacy systems. 

Our most recent data reinforce the notion that lenders prefer to make do with technology already in place. The largest behavioral segment (35.7 percent) is bent on spending its technology budget to make its current systems more productive. The corollary to wanting to extend productivity of installed technology is that relatively few companies are shopping for new core systems (e.g., servicing systems). 

Lenders will get the job done by finding ways to improve the form and function of data that are generated from existing systems. In order to expand the value of their in-place investments, lenders are likely to bolt on information- and knowledge-producing applications to their transaction-processing platforms. 

Sure enough, through MORTECH we are seeing the increased use of technology that improves lenders' information flows on compliance, customers, product and protection. MORTECH 2005 found that: 

* More than 90 percent of lenders have implemented an automated underwriting system (AUS). 

* An estimated 75 percent of new production is being underwritten with an AUS. 

* About 34 percent of lenders are using an automated valuation model (AVM)--up from 11 percent four years ago. 

* By year-end 2005, one-third of lenders will have installed an automated fraud-detection system. 

Lenders are moving beyond traditional transaction-processing systems. The trend definitely is toward adding value to transaction systems by implementing information and model-driven systems. 

Gradually, the industry is learning to employ information-based strategies. Lenders are learning the value of model-based management. Good models allow lenders to focus operations on exceptions and anomalies, thereby freeing up both capital and capacity. The great amount of information lenders collect now is being used to tailor products and services to individual borrowers. That information is no longer tied to offering one product to broad socioeconomic groups. 

Managers and the tools they use are evolving by measured steps in the mortgage industry. Lenders have come to recognize that the only certainty is the permanence of change. As we enter another interest-rate cycle, lenders are not backing away from their commitment to deepening their use of technology. They are investing in technologies that will provide core operational stability while probing for sources of competitive advantage in a challenging market. 

In the past, at the first hint of restrictive monetary policies, managers would focus all their energies on restoring their core business to good performance. Companies had to conclude that all their resources must support the growth and expansion of the existing business. Today, technology investments are being harnessed in pursuit of knowledge, innovation and change management (see Figure 1). 

From our other work, we find a maturing mortgage industry that is demanding more sophisticated capabilities. A rapidly changing funding environment, unyielding competitors, the troubles besetting the government-sponsored enterprises (GSEs), and the increasing scale of the aggregators are driving the demand for more comprehensive and more sophisticated application technologies. 

Given an unsettled business environment, we foresee that the important drivers of technology demand will include the following. 

Business diversification: Over the past couple of years, we have detected a solid corps of lenders that would like to lessen the cyclical impact of their mortgage businesses. Countrywide Financial Corporation, Calabasas, California, is a strong example of a lender that has targeted 50 percent of revenues independent of the mortgage business. 

Integration: There is strong demand for intelligent management of third-party services. Lenders, particularly the smaller and medium-sized lenders, have an acute need for additional revenue sources. Assembling loan services and reselling them as packages (e.g., guaranteed mortgage packages, or GMPs) is seen as a technique for improving market position and revenue flow. 

Business intelligence (BI): Since the GSEs developed and widely distributed automated underwriting systems, lenders have been managing with models (as opposed to having to touch all aspects of a loan transaction/transformation). 

Scientific management: Despite the advent of intelligent decision-making, there have been few effective evangelists and teachers of operational and financial optimization. Services that help improve the quality of data and make possible more "scientific management" will anticipate the coming change in lender behavior. Increasing size among the loan aggregators will pave the way to more professional lender management. 

Economic maximization: Further, lenders may be leaving money on the table when not arbitrating the internal economic value of a loan and its market price. The requisite calculations of the vunderwriting. 

Mobility: After some lag in the mortgage industry, mobile and wireless are the technologies with the fastest growth in implementation. The movement to M-commerce, as it were, is focusing on improvements in loan officer effectiveness. As before, and more so in a down market, considerable technology investment is aimed at the sales function. The loan officer is seen as instrumental in lenders' quest for more volume. 

Of necessity, technology management will become a core competency of the successful firm of the future. It is essential for the long term. 

Jeff Lebowitz is founder and principal of MORTECH LLC. Guilford, Connecticut. He can be reached at jeff@mortech-llc.com. 

RELATED ARTICLE: Recent Evolution of Technology 

Early 1980s: MS-DOS 

Mid-1980s to 1990s: Microsoft[R] Windows[R] 

Mid-1990s: Client-server architecture 

Early 2000s: Web and Web browser 

Late 2000s: Web services 

Figure 1 Tech Expenditure Objectives

Lenders Want to Expand Use of Existing Technology

                                            Industry Sample

Improve data use from existing systems      35.7%

Integrate workflow with business partners   15.5%

Tie together operations across departments  14.8%

SOURCE: MORTECH LLC

Lebowitz, Jeff 
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It might be a lesson to wholesalers that do not give their brokers what they want. Lendia is a Worcester, Mass.-based mortgage banker that started out as a mortgage broker back in 1999. But it does not describe what is does today as being a wholesale lender. 

Instead, the company says it is a comprehensive outsource solutions provider. Greg O'Connor, chief operating officer, explained that Lendia has focused on creating a differentiated image. 

"We did not want to be stereotyped or pigeon-holed into being just another mortgage company. We really don't look at ourselves as a mortgage company, we look at ourselves as a solutions provider to the mortgage originator. 

"Mortgage isn't in our name. It was just by chance 'lend' has that subliminal connotation in there," he said. 

He got into the mortgage business by accident, and believes that gave him an outsider's perspective. In founding Lendia, he partnered with a veteran originator. 

"As we came together, the idea was to form an organization that could leverage the Internet to aggregate production or client inquiries and build a mortgage business," he said. The new business would look to its wholesale investors for direction, support and more on how to grow the mortgage brokerage business beyond its conception phase. 

"I was befuddled by the constant turning of a deaf ear to the situation. A lot of the wholesale partners, really did not provide true partnership support or true value added beyond products and pricing," he said. 

He found it frustrating that the people who wanted the firm to broker loans to them did not help with evolving his business. Mr. O'Connor said he is not being critical of these wholesalers. 

Meanwhile, since its inception, Lendia had placed a high focus on developing a back office skill set. Its competitive niche was being more efficient end-to-end so it could turnaround loans quicker. "We were not the sales organization with the power originators. We competed by getting loans through the process in a more expeditious fashion and being able to drive production that way, really from the back end forward, rather than the front end back," Mr. O'Connor explained. 

It looked at technology solutions but could not find something that would completely support its needs, so it created its own proprietary platform. The company had been using an off-line workflow driven approach and it wanted to replicate that in an online process. The result was LendiaLogix. 

He admitted that it was not the easiest process, "but ultimately, what resulted was a very flexible, very scalable, very valuable technology platform that has a true workflow-driven component to it." It took four years to develop the technology and roll it to its retail staff. 

"As we were going through the development of the technology, I continued to reflect back on the frustrations we experienced as a broker, and really looked at leveraging the technology and our core competency as an organization being the back office to transition us from being a broker to having mortgage banking capabilities. 

"Then we took all of those services -technology, fulfillment, personnel outsourcing solutions - married it to the mortgage banking component and took that to the market as a more competitive and more compelling value proposition to the broker and lender community," Mr. O'Connor said. 

COS is "a true comprehensive suite of solutions," he continued. It can be served up in a "quasi-a la carte" menu. The vast majority of mortgage brokers are smaller firms. Successful originators that open their own shop are learning that there is all the processing and other administrative work associated with the business that they do not wish to do. In addition, by outsourcing back office functions to Lendia, mortgage brokers address one of their fixed costs in a time of declining volume. 

Lendia just inked a partnership with Lender E-Source to offer originators a comprehensive library of loan products including underwriting guidelines in a centralized location. 

Derek Long, president of Lender E-Source, said, "The system is more efficient and improves communications between brokers and management as well as improves productivity. In fact, one of our customers said using our system saves underwriters one hour a day in addition to the reduced cost of originating loans." 

Because of the thin-client technology, LendiaLogix is able to interface with other technologies such as Lender E-Source, Mr. O'Connor said. 

Lendia runs the gamut in loan programs. It then turns around and sells its production on a correspondent basis. There are certain products it may not choose to invest in because of credit quality. But, Mr. O'Connor said, it will still have its platform available to do the processing work and the company will facilitate the brokering of the loan to a wholesale investor. 

Lendia being a comprehensive outsource solutions provider allows brokers to improve their technology platform, Mr. O'Connor said. The platform is "thin-client technology, 100% browser-based." Users can log on wherever there is a high speed Internet connection, including in the client's home, their own home or in a Realtor's office. 

"It provides a lot of flexibility to the broker to build a business that is origination focused, without having to make a large investment," he said. 

The comprehensive part is key. Mr. O'Connor noted that it is common for mortgage brokers to use contract processors, but it hasn't historically driven efficiencies. It is rather a case of it being convenient during slow times and necessary during busy periods. 

But typically, it is a narrow business. "With us, file never has to leave our office," he said. 

It does processing, underwriting, closing and funding seamlessly, with the user to have a clear and concise view of where the file stands. 

Lendia only charges brokers for use of LendiaLogix when the loan closes, Mr. O'Connor said. "Technology is free of charge, the labor is free of charge." 

There are approximately 250 individual users of COS, from 18 companies. The primary client size it seeks is a brokerage that closes 40 loans per month, although he added, it doesn't mean it won't take smaller brokers. 

"We provide a lot of non-transaction-based support to the group," he said. There is a centralized rate lock desk and a product and pricing support group. The employees are known as account relationship managers. They are Lendia's version of account executives, but instead of working in the field, they work out of Lendia's office. 

Right now Lendia does not have a devoted marketing department to do creative work for its customer. "It is absolutely something that is being developed," Mr. O'Connor said, adding that originators are asking about how to get more business. 

"We don't want to be all things to all people. We are very good with process fulfillment, transaction fulfillment, we understand that business extremely well. We're not marketing experts, but to the extent we can bring in other third party partners" to bring them into the company's menu of services, Mr. O'Connor said. 

Lendia has learned that technology "is only as good as one's ability to use it, our technology included," he said. 

(c) 2006 Broker Magazine and SourceMedia, Inc. All Rights Reserved. http://www.brokermagazine.com http://www.sourcemedia.com 
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BURLINGAME, CALIFORNIA-BASED WHOLESALE Lending Online (WLO) has implemented Calabasas, California-based Interthinx[TM]'s Electronic Loan Review[TM] (ELR), a mission-critical decision-support tool for mortgage lenders, insurers or brokers to detect and prevent fraud on the front end of origination. 

The addition of ELR will complement WLO's fraud-detection software capabilities, according to Ash Gujral, WLO's vice president and co-founder. 

"Fraud detection and prevention are major issues concerning all areas of alt-A lending," said Gujral. "We already have fraud-prevention software, but we want to supplement it with ELR to provide further security for those we serve." 

ELR is based on Interthinx's proprietary relational databases that use multifaceted algorithms and investigative logic to interpret and validate loan application data, as well as provide recommended actions in an exception-based, concise report for quick and accurate decision-making, the company said. 

The software checks loans in real time at the point of application and at the pre- and post-funding stages, generating interactive reports in seconds. ELR increases e-mail capability workflow and updates loan origination software at no extra charge, according to Kevin Coop, president of Interthinx. 
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In a down market, the ability for the mortgage broker to originate loans anywhere, at any time, is crucial. New technology being developed by vendors, net branches and lenders is being designed to empower the broker to more seamlessly transact with business partners even if they aren't located in the office at their desktop. 

"As a broker, the No. 1 thing I would be looking at is an online origination system," advised Mike Blair, president and chief executive at TrueClose, Canonsburg, Pa. 

"The ability to have your system online is key," he noted. "If you can have all your contacts and pipeline available to you wherever you go, it's a big plus to keep up customer relationships and volume. 

"The second item brokers should be looking seriously at is customer relationship management functionality," he said. "For a mortgage company, having the ability to know all your customers, log all your prospects and manage all of that electronically is critical. Brokers spend 80% of their time prospecting and can't manage that with a traditional Calyx Point system today. 

"The third technology that I think is critical is imaging," said Mr. Blair. "Being able to leverage documents electronically and having the ability to move them electronically is an important trend. Lenders are accepting e-notes more and more and they equal big cost savings." 

Web Pros and Cons 

Web-based technology is always evolving. The latest trend is to offer the technology in what is called Software as a Service. This model breaks the technology into services so the broker decides what he or she wants and only uses and pays for that feature. 

"If you're going with an online solution you need to make sure the company offers encryption, data access layers, security protocols," explained Mr. Blair. "You have to partner with a company that addresses these issue thoroughly. 

"SAAS is the future of software," he said. "Software as we see it today is moving in that direction. 

"We can justify that by looking out of the mortgage space," pointed out Mr. Blair. "For example, salesforce.com has said that you as a company can go out and focus on your core business and let us technology people manage your technology. 

"In the end, this will contribute to their bottom line and decrease the need for an IT staff. This has been around since the application server trend started, but with Google and Microsoft now centering on SAAS, we're seeing a lot of people backing and upgrading this process. 

"Also, as the Internet becomes more reliable and trusted, SAAS will become more mainstream." 

Why isn't the mortgage space adopting this technology today? "The mortgage space is always the last to adapt or catch on," answered Mr. Blair. 

"Actually, more of our customers are calling us and telling us that they want to focus on growing and not supporting a technology staff and paying for upgrades. It's going to catch like wildfire. 

"The cons to SAAS are if you are hard and fast about owning your data and are not comfortable with the leasing model, it may not be for you," he said. "It's a hard thing for some people to swallow. They want to buy and own technology in-house. 

"Personally, I think it's a mute point," Mr. Blair reported, "because the software is always becoming outdated and the company has to continually get upgraded." 

Reaching Out 

The main draw to Web-based software is that it allows the user to be mobile. Beyond that vendors like Alpharetta, Ga.-based Advectis offer its BlitzDocs program to connect brokers to lenders and other third-party services. 

"We're seeing the broker pool that's using BlitzDocs being more satisfied," explained Advectis president and chief executive Greg Smith. 

"We're adding more sophistication to the workflow characteristics of the product right now," he continued. "Things like action sets where multiple events are triggered with a single click are very favorable. Brokers see that this isn't a static product. 

"Typically, BlitzDocs enables the brokers to work alongside their lender. It makes it easier for a broker to deal with the lender and to handle the docs. Statusing is in real time, which is something that our brokers are relying on to make faster decisioning. Both the lender and broker are able to collapse the time needed to process a loan. 

"One of the big releases that we came up with was the ability to use what we call action sets to drive different events that may happen sequentially or simultaneously without the user having to touch the product," said Mr. Smith. "We're about to introduce a reporting module that will allow the user to report on snapshot activity. They'll be able to top view the pipeline to develop trending materials. 

"Some of our current users have that built into their origination system and others don't," he said. "We had a lot demand so we will respond to that need." 

Another collaborative tool that is more commonly known in the space is Dublin, Calif.-based Ellie Mae's ePASS. Ellie Mae has released an ePASS addition that makes it seamless for Calyx Point users to access ePASS and seamlessly feed data from Point into ePASS to a lender and back into Point called ePASS Express. The application looks like an Instant Messenger and sits on the left side of the screen. 

"We originally started with 29 lenders on the product and have added six new ones," noted David Lewis, senior vice president, marketing. 

"From there, when we were demonstrating Encompass, we heard that a lot of Point users were upset about a lack of lenders in Point," he noted. "We wanted to give them a consistent access point. 

"Basically, they use it to go to the lender's door front and go from there. We put it out as a free utility and there has been a positive reception. 

"Another benefit is that it stores the password and user name for all the lender websites," Mr. Lewis continued. "So, the broker can just log right in. 

"We're going to have in the April timeframe a revamp of the lender storefront. Users have looked to us to bring consistency to the lender's storefront because they all look different and the mode to access might be different as well. 

"In total, it saves the broker 10 to 15 minutes to get the loan to the lender this way," Mr. Lewis said. 

"If you're just using Point, you have to leave Point, you get to the lender's website, you log in, you upload the file from point, etc. There are somewhere between 18 and 25 clicks needed to get that loan to the lender. 

"However, this product gets you there in just one click, it's free, it installs in under a minute and it includes every new lender added to our network and we're adding a new lender every month," said Mr. Lewis. "It also works with all versions of Point and sits alongside your point application." 

By The Numbers 

In fact, according to a study done by Advectis of its broker customers, 85% of paricipants said that enabling collaboration with other mortgage players is very important or somewhat important when evaluating mortgage technology application. That figure is up from 64% just one year prior. 

A tight integration layer is what holds most systems together. Brokers want as many integrations from their system to trading partners as possible. 

In total, 59% of respondents to the study said that it is important to integrate new technologies. Going further, 49% prefer those integrations to be as open as possible using the MISMO standard to allow them to be more flexible in the future if they want to adjust or replace existing links. 

Lenders Need Business Too 

The success of tools like BlitzDocs and ePASS Express is just indicative of a real trend: lenders are hurting for volume, too, so they're reaching out to brokers with Web technology as well. Lenders want to keep their broker partners happy to ensure that all that business is sent their way. 

"In total, 70% of our lender clients do wholesale lending," said John Walsh, president at Del Mar Database, San Diego. 

"In my perspective, there are only three ways to increase wholesale market share: price, new products or customer service," he said. "We have several products that can help brokers increase customer service. As brokers look at technology they not only have to look at their technology but the lender's technology as well. 

"Generally, the mega-lenders provide brokers with better technology but worse customer service," he pointed out. "In addition, it's important to expose the loan folder to brokers. That file does not go into a black hole with our product as the broker can track it online via a lender website." 

Net Branches Enter the Fray 

Large net branches like Global Branch Solutions, Tampa, Fla., are also trying to be as transparent as possible to attract new branches and ensure that existing branches are successful. The answer for Global is the Global Loan Phone. 

"What we're really trying to do is introduce a desktop capability to a telephone," said Scott Losch, chief executive. 

"The broker will have PC capabilities available through his phone. Starting with that premise we'll be rolling it out within 60 days. We've entered into a relationship with Cingular so that we don't have to totally recreate the wheel. 

"The LO can pull from a database of all of our lenders to get a rate sheet for example," he said. 

"We actually hook the phones into Microsoft Exchange so he can get access to these rate sheets. Rate sheets are just one of the areas however, as he can also pull lock sheets to lock loans, register loans, converse with underwriters, etc. You can also text message real-time leads to the LO. 

"In fact," continued Mr. Losch, "lead generation was the original concept that was later expanded to include rate sheets and locking. 

"Initially we'll roll it out to our branches," he noted. "Having a branch network gives you an opportunity to try new things out to see if you have something that will benefit the entire industry. 

"We'll test it internally for now and roll it out later on," reported Mr. Losch. 

Global has set up a master account so their branches can get discounts. Global will offer phones that range from under $200 to $400 for a PDA phone. Phones will include rate sheets, locking, leads, access to the Global Resource Center, e-mail access through Global's server, and with the higher-end PDAs, broker could actually enter enough information to get an underwriting decision. 

Regardless of the type of Web application, the trend is to release new software in a more user-friendly way to empower the broker to be more mobile, efficient and agile. In the end brokers need to know that the Web is here to stay and will be an important tool in keeping many brokers competitive in the coming down market. 
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Brokers are failing to use the internet properly and are losing business as a result, according to BM Solutions. 

A survey by the lender found that only 53 per cent of the brokers surveyed in its research had a company website while 52 per cent get no new business through the internet. 

Less than 6 per cent of respondents get more than 20 per cent of new business from online sources. 

BM spokesman Matt Grayson says: "These findings suggest that brokers are not using online developments enough to attract and secure new business. It is definitely an area worth looking at. There are lots of opportunities to use web promotions to attract potential clients who are surfing the internet for information." 

Standard Life Bank is now offering a web service for brokers offering immediate decisions on most mortgages and key facts illustrations to print. 

The firm is also offering intermediaries a flat #100 fee, in addition to their commission, for every completed online case. 

Head of sales Jackie Moran believes it is vital that more lenders step up their online presence to generate business and help comply with anti- money laundering rules. 

She says: "The more technology that you have, the easier it is to carry out checks. We want to manage risk as an industry to ensure that we are doing business with the right people." 
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Byline: Parke M. Chapman 

A decade ago, when mortgage brokers originated a commercial loan it could take up to four weeks to close the transaction. The time needed to mail and ship documents between borrower and lender and assorted other parties only added to the snail's pace. 

But today's Web-based applications and other emerging technologies have cut the time needed to close a typical commercial mortgage loan by as much as 30%, say industry sources. E-mailing loan documents and other key collateral data has also trimmed the cost of shipping and storing large stacks of paper. 

As technological revolutions go, however, this one is unfolding unevenly. Not all segments of the commercial mortgage industry are embracing the technology at the same rate. A study last year by the Mortgage Bankers Association (MBA) found that many firms still rely on time-consuming faxes, certified mail and reams of FedEx-delivered paper to process, close and monitor their loans. 

The study, the first of its kind, fell just short of labeling the commercial mortgage arena as technologically-challenged. MBA polled a group of originators, lenders and servicers responsible for nearly $600 billion in loans during 2004. It also posed a general set of questions to all respondents, plus three sector-specific sets of questions tailored for originators, lenders and servicers. 

"Things move in stages, and the commercial mortgage industry is still in a very early stage when it comes to technology. Many firms are just now in the process of converting their paper documents into digital format," says Daniel Szparaga, senior director of the commercial/multifamily business group at the MBA. 

"The complexity of a commercial property loan is one of the challenges. There are so many different people involved during the life of the loan, and many of them are working from different technology platforms that don't always mesh." 

A typical commercial mortgage-backed securities (CMBS) transaction is a case in point. Thousands of individual datapoints on hundreds of loans are siphoned through mortgage bankers, rating agencies, issuers, accountants, investors, B-piece buyers and special servicers. 

Since data standards between firms still don't mesh, much of this information cannot pass seamlessly between these players, either. And this language gap forces companies to manually re-enter the information into their systems. 

Data standards for the commercial mortgage industry are developed by the Mortgage Industry Standards Maintenance Organization (MISMO), a non-profit arm of the MBA. 

Most industry sources believe that slower deal volume will spur the adoption of new technology among many commercial mortgage segments. That may take time, however, as deal volume remained strong into the end of August. Even so, their thinking is that decreasing volumes will require greater productivity gains, not to mention cost-cutting measures, among both lenders and originators. 

Old economy 

For now, however, most commercial mortgages are still originated and processed the old-fashioned way. For example, more than half of all initial loan proposals from borrowers to originators in 2004 were submitted via fax. The MBA report also found that more than half of all borrowers made their monthly payments with paper checks rather than wire transfers. 

Still, some of the findings show that change is seeping into an industry where old-timers once penciled deals on the back of napkins. Roughly three-quarters of all survey respondents store electronic images of loan documents. 

Converting paper documents into electronic images may sound elementary.But it's a critical step toward reducing the volume of paper that must be shipped between various players during the life of a commercial loan. Unless a document is scanned into a computer, it must be either faxed or physically shipped. 

More loan proposals are sent from mortgage bankers to lenders via e-mail. While e-mail was used to send less than half of all proposals in 2004, market watchers believe that the balance has since shifted toward more e-mail proposals. 

Another area that's benefited from e-mail is investor reporting. Most of the reports sent to investors in 2004 were done electronically, according to the survey. What's driving this transition into more of an e-commerce platform? Cost savings are one huge reason, not to mention added efficiency. 

"There are huge costs involved in storing paper documents. In most cases, the lenders and servicers are absorbing that cost, too," adds Szparaga of the MBA. 

Hard numbers on the cost of storing paper documents are hard to find. But the survey sheds some light on the problem: Of the total number of complete loan packages that were received by lenders in 2004, less than 30% of that information was received electronically (meaning via e-mail). 

The MBA survey defined complete loan packages as borrower financials, borrower credit information, property financials and rent roll data. 

Time is money 

Unlike most lending and origination firms, commercial mortgage servicers have automated much of their business in recent years. Much of the reason, say sources, is that loan servicing is a high-volume business. 

More loans in servicing translate into added revenue. Since a typical loan servicer performs several different tasks during the life of a loan, exchanging information between multiple parties is a constant process. 

Servicers do more than just collect money from borrowers. They also remit payment to investors. The MBA survey found that more than 90% of these remittances were paid out via electronic cash transfers, such as wire transfers. On the reporting side, too, servicers sent roughly 83% of all their investor reports electronically. 

Midland Loan Services, the giant Kansas City-based commercial mortgage servicer, has spent the past few years both investing in and developing new software. Dave Bodi, an executive vice president at Midland, says that his firm's recent technology investments are already bearing fruit. 

According to Bodi, the company has spent far more than most firms on developing its proprietary and commercial software. It does trouble him, however, that many other companies, notably on the lending and origination side of the aisle, haven't taken a similar aggressive stance. 

"The commercial mortgage industry as a whole has been pretty slow in adopting new technology. There remains a tremendous opportunity to automate many of these processes, too," Bodi says, adding that the booming market of recent years may be partly responsible. 

"When the margins are good and the business is thriving, it's hard to get many people to focus on new technology." At mid-year, Midland held a commercial loan servicing portfolio of roughly $174 billion. 

Technology tools 

Midland uses plenty of homegrown software. It also sells its software to other commercial loan servicers, including competing firms. In 2003, for example, the company developed its Enterprise Loan Management (ELM) system. 

This software enables Midland to produce centralized electronic files that contain the original loan and collateral documents, including rent roll and accounting data. Bodi recalls when this information was scattered around a dozen different offices in as many cities. 

"Now we can file the document in one place and the borrower can submit quarterly, or even monthly, operating statements on the collateral directly into the document," he says. Most securitized loans, which have many different interests at stake, require that borrowers file this data routinely. 

One advantage is that software and data tend to be more standardized on the servicing side. According to Bodi, most servicers no longer rely on hard copies of Microsoft Excel or Adobe spreadsheets to process a loan. He describes this scattered approach as common among many lenders and originators that still utilize outdated software. 

While there's more to the Midland technology platform than the ELM system, Bodi credits these centralized electronic files for streamlining the servicing process. 

He also no longer wastes time tracking down a scrap of paper with some vital loan data written on it. These small steps can add up to larger efficiencies, and that's increasingly important in such a competitive market. 

"We're being asked [as servicers] to do more for our clients at the same price. If our margins get thinner, this technology can help us win more deals by offering the best servicing," he says. 

Moving parts 

Consolidation among servicing firms is another reason investing in technology is a good defensive strategy. Ten years ago, the top 10 firms serviced roughly half of the $190 billion in commercial mortgage loans, according to the MBA. The remaining 50% of loan servicing volume was distributed between 127 firms. 

Fewer firms are taking down more of the business. In 2005, for example, the top 10 firms serviced roughly 78% of the $1.4 trillion in loans. And the balance of that pie, or 22%, was divided up between just 77 companies. Most industry sources say that consolidation will continue. 

But Stacey Berger, executive vice president at Midland, believes technology isn't the catalyst for industry consolidation because its emergence has made companies, big and small, more efficient. "When you're in a commodity business such as servicing, being the lowest-cost producer can only help. That's what these [technology] tools enable us to do, too." 

Taking their cue 

The single-family mortgage industry has led the way in adopting new technology in recent years. Much of the reason for this is structural. After all, most cookie-cutter, single-family mortgages involve far fewer principals than a typical office building or hotel loan. The dollar amount at stake in most single-family loans also rarely ever approaches the dizzying heights of some commercial mortgages. 

Comparisons between the residential and commercial segments of the industry may therefore be unfair. But sources on both sides of the aisle agree that the residential model is the one to follow. New technology has dramatically changed the way that most home sales are closed, too. 

"What everyone wants at a residential closing are no surprises. It always used to be that there would be some kind of surprise at the closing table, too," says Tim Anderson, vice president of eMortgage Solutions at Stewart Transaction Services, a subsidiary of Stewart Title Co. 

In 2004, Stewart developed and patented a collaborative electronic loan file for single-family mortgages called SureClose. This online transaction management software is similar to Midland's ELM system. Both, for example, allow various parties to collaborate on documents electronically. 

But the difference between the two applications is most notable at the closing. Unlike most residential closings that can be blind - meaning that last-minute issues can take buyers and sellers by surprise - SureClose helps ensure that all pre-closing terms are ironed out in advance. 

"This gives the borrower and the lender complete transparency at the closing table. That means no more missing documents," says Anderson. Borrowers using Stewart for title insurance can simply log onto a Web site to review all of their loan documents. Once the loan is closed, too, Stewart puts all of the loan documents onto a CD for the borrower. 

But can the average closing and subsequent servicing of a complex commercial mortgage loan aspire to be this seamless? Anderson acknowledges that commercial loans involve many more players than residential loans. Commercial mortgages also require attorneys, borrowers, servicers, lenders and even bondholders, if the loan is securitized. 

"I think it will someday be possible to do a truly paperless e-mortgage on the commercial side," predicts Anderson. "I just think it will be many years before that happens." 

Parke Chapman is the senior editor of NREI. 

NREI publishes a monthly technologye-newsletter. For story ideas, contact Parke at pchapman@prismb2b.com. 
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Even as home prices continued to rise, most lenders and brokers were getting ready for an inevitable downturn. As deals became fewer and competition stiffer, the market slowdown created a lead-generation testing ground. 

Internet leads in particular came under the microscope, even as the lead marketplace expanded. To LendingTree, LowerMyBills, BankRate, LoanWeb and other established lead sources, add LeadQual, LeadPoint and HouseValues (which recently acquired The Loan Page). And to those, add brand-new players like LendingGear. As the mob of vendors keeps getting larger, how do you figure out which lead-generation providers will do you some good? 

Too often, a good lead is hard to find. Mortgage professionals discovered long ago that while Internet leads were cheap, they were unreliable, offering single-digit conversion rates that did not keep pace with traditional lead sources. Three out of four mortgage shoppers on the Internet are window-shopping for rates and fees. Any interaction they make with a website is likely to be a casual exploration. You don't have to be actually looking for a loan in order to fill out an online form. But when a prospect is ready to act, the technology is now in place to take one of those forms, place a call to the person who had filled it out, ask the right follow-up questions and make a quick hot-call transfer to a loan officer paying for that lead. 

Which companies do it right? If you want to find out which lead-generation companies offer a good product, going to conferences is a good idea. Inman News' Real Estate Connect conference in July featured an Internet Mortgage Marketing Summit, where lead generation was the primary topic. Back-to-back mortgage sessions took up search engine and portal marketing, pay-per-click, pay-per-call, lead validation, going beyond online loan applications and how to work Internet leads. Mortgage executives and loan officers had a chance to hear from the new lead vendors and take their current providers to task with complaints about lead quality. 

Another option is to contact consultants that specialize in serving brokers. Jason Denio, CEO of Springfield, Mass.-based Foresite Group Inc. heads one such firm. No fan of Internet leads, he is advising loan officers to stick with their contact-management software to generate referrals and otherwise drum up new business. 

"Two years ago, it was buy leads and make money," Mr. Denio told me. "There was a big push on hot-call transfers." He has seen a huge shift in that arena. "The companies that were buying leads are not doing that any more." He said none of his customers are asking about hot-call transfers now. "The knock was on the quality of the leads." 

But hold on a second. Others say dismissing Internet leads can be a mistake. Domania founder Steven Kropper, now the CEO of startup BankOnRealEstate.com (stay tuned for groundbreaking announcements), has some thoughts on that. The solution to closing the gap "between crummy low-conversion Web leads and the performance of traditional off-line marketing channels," states Mr. Kropper, is to incubate those leads. He points to LeadQual, founded by HomeGain veterans Andrew Coleman and Glenn Houk, as one of the few companies "filtering, incubating or otherwise warming up leads." 

The prevailing myth of filtering Internet leads is often paired with another myth: exclusivity, says LeadQual co-founder Glenn Houk. "There is no such thing as an exclusive lead." Consumers ready to apply for a loan - the ones you most want to reach - do not sit around waiting for some matchmaker to find them. When Internet borrowers get serious, they want service this minute, during this call to your 800 number or immediately (if not sooner) after clicking the send button on an online form. 

Speed and customization as the key factors in converting the Internet loan seekers who are actually ready to act, says Mr. Houk. Thus LeadQual finds out what the prospect wants and needs, matches that information with the criteria of the mortgage broker, and makes the hot-call transfer without first putting the consumer on hold. In effect, the broker or loan consultant becomes part of a dispersed but efficient call-center hunt group. 

Since studies tell us that Internet borrowers are pleased when their initial enquiries gets an immediate response, even if the consumer is not ready to transact, the first loan consultant to respond is the one who scores that initial victory. Having done that, said Mr. Houk, the loan consultant should retain the prospect's contact information for longer-range "drip-marketing" contacts, such as opt-in e-mail. 

Calling itself the world's first real-time lead exchange, a company called LeadPoint offers to revolutionize mortgage leads on the Internet by reducing the cost per funded loan. That company also was founded by lead-generation veterans and started trading leads in November 2004. Los Angeles-based LeadPoint has traded some 800,000 leads to date and currently trades some 2000 leads a day. LeadPoint resembles eBay in that the price of leads is arrived at in an auction rather than by signed contract. Buyer and lender criteria find a match-up on the exchange and a qualified hot transfer is made to the highest bidder. 

By offering an efficient marketplace and charging a fraction of what leading competitors charge for a lead, LeadPoint offers to maximize ROI and margin for buyers and sellers alike. Having one point of access means lead buyers are not tied to any one vendor. If a mortgage lender or broker buying leads finds that they are converting poorly, the buyer can lower his bids. 

The leads offered on LeadPoint are exclusive. Nevertheless, the company claims that it receives over 20 applications from sellers per day, though it doesn't accept that many. All buyers are given a dropdown feedback box to report leads that don't work or ones that contain incomplete information. LeadPoint ranks its sellers and says it works with them to improve performance and kicks out the laggards. 

Speaking of laggards, hot-call transfers don't turn into closed loans by themselves. The loan officer on the receiving end has to be hot, too. All sources agree that the ones who succeed best are those who make themselves instantly available to take calls at times when borrowers are most likely to call. Yes, that means working some weekend hours. 

Mortgage brokers should keep an eye on a Wayne, Pa.-based startup called LendingGear.com, which connects brokers and lenders in another real-time auction environment. The LendingGear value proposition is to help brokers get accurate scenario results without having to upload loan app data to multiple AUS systems. When brokers complete a single thorough scenario form, lenders are notified by email of scenarios that fit pre-selected criteria. They then click through these notifications to place their bids. Brokers receive e-mail notifications and click through to see various offers on one page. 

LendingGear president Marcus Cudd, a veteran of the wholesale lending ranks, says brokers are eager for a way to avoid the "two or three uploads it takes to get the prequal they are looking for." Since most automated underwriting systems have a limited number of guidelines in the system and set interest rates, he notes, the conditions and stipulations returned give lenders plenty of room to back out of a preliminary decision. 

LendingGear offers lenders a chance to "create profiles of loan types they are actually looking for." Hot transfers do not turn into actual deals unless the pre-qualification process is focused on the business a lender is actually targeting, said Mr. Cudd, "and I don't think you can completely automate that process." 

Once again, automated systems can return preliminary indications, but they can't interrogate a prospect to turn a lead into a deal that lenders will actually honor. Just as it takes human intervention to incubate an Internet lead, it takes a live loan professional to close a deal. 
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DIAMOND SPRINGS, CA -- While most originators are concentrated on going paperless, that should be just a first step. Beyond paperless processing, there are clear benefits to embracing electronic document management. 

"EDM is a blessing," explained George Hartmann, the chief operating officer for U Save Financial here. "I was searching for a way to reduce all the trees we chop down in this industry to compile a complete loan folder. I can actually do 99% paperless to 100% paperless, which includes even getting documents back from third parties with EDM. This allows me to be more efficient and saves me a lot of money. I've used less then three reams of paper since January. 

"It works in such a way that I send out a fax sheet to my partners and anything they fax back to me goes directly into my file electronically," he added. "Consider that you have docs coming from a client, an appraisal, etc., that I get electronically into my file that I can move electronically on to the lender. I become the professional in town vs. the people that are doing it the old way. 

"In the beginning it was new to my lenders," said Mr. Hartmann. "I contacted my lenders to ask if they'd be open to it and everyone was open to the concept. I explained to them that loans are moving toward a paperless process that will make all of us more efficient. I just hit a button and everything is sent to the lender electronically in their stacking order. In the end, it only took me five minutes to get the lenders up to speed. 

"I don't think as many brokers are doing this as should be. Getting the lenders and brokers to take the time to learn something new is a challenge. To convert a company is a major undertaking, but once they see the value they're ready to go." 

"EDM is being driven by third-party originators," added Jonathan Corr, chief strategy officer at loan origination software vendor Ellie Mae, Dublin, Calif. "We're seeing growth of 20%, month over month in demand. My expectation was that it would have been driven by lenders. However, it is the brokers who seem to see the benefits of doing things electronically. Also, we've made it so easy in Encompass that it's becoming second nature. 

"Brokers are increasing going paperless and from there they're trying to come up with ways to deliver that e-folder to their lenders," he pointed out. "As a result, lenders realize the efficiencies and they want more brokers to deliver to them this way. For example, we delivered a MISMO interface to Flagstar to allow e-delivery from brokers." 

What's the next step in EDM adoption? "We'll see movement around e-signatures next year," answered Mr. Corr. "It'll start around e-disclosures and move into e-closing. E-closing will take some more time, but the e-origination piece is taking off. 

"Brokers see this as a way to gain a competitive advantage. The larger brokers that are embracing it realize how doing things electronically allows them greater visibility into their pipeline as well. They know everything is there and everything is sound from a regulatory perspective," he noted. 

"Brokers are entrepreneurs, they're sales people and they see this as a way of speeding up the process. They're using this as a way to get commitments faster. It's also become a natural part of Encompass, so if they embrace that it comes naturally. 

"The e-folder is the vehicle to put everything together. It's all about collaborating. It's a natural/evolutionary process. For a lender it isn't as natural because they have to upload documents and familiarize themselves with different systems to accept this from their brokers. However, they're seeing the benefit and MISMO is making integrations easy. The e-folder is the first step in this industry to getting to the e-mortgage," he said. 

"There's a lot of moving parts in a lender shop. A big company making a decision to change takes more time when compared to a small or midsized company. Regardless, we're seeing innovators move there. Flagstar for one has seen the benefit. They realize the benefit of receiving an e-folder. GMAC and HSBC have also been out there with initiatives." 
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The supreme imperative for mortgage lenders in devising wholesale broker relationship strategies is the 80/20 rule. 

"As a lender, I've got 20 percent of my brokers doing 80 percent of my volume," explains Frank Florence, the CEO of financial tech firm Chordiant Software, which provides lending decisioning solutions and platforms for global money-center institutions. 

In other words, quantity begets quality. And corralling a stable of good wholesalers for a fruitful co-dependency is becoming all the more important in a slowing housing market. Loan officers looking for a steady source of new originations aspire must please their most active brokers through amenities beyond competitive rates, such as a faster and visible pipeline, swift document clearing and quick-turn locking decisions. 

That broker-lender relationship is getting more intertwined as brokers are taking a bigger slice of the origination market and gaining more hand in choosing where to steer their homebuying clients. To court these brokers, banks are slowly adapting to technology platforms that speed the lending process and, as a bonus, are beginning to incorporate new customer analytics tools needed for what some term the next wave of maximizing customer relationships: customer lifecycle management. 

"[Banks] are looking at ways to be more efficient in giving electronic tools and information and origination capability to their brokers," says Madhavi Mantha, senior analyst in Celent's banking group. "They can reduce that cycle time from providing information and increase the closing rates on the loans that come through their broker channels." 

In recent months, Chordiant, based in Cupertino, CA, has launched a new wholesale lending point-of-sale solution aimed at sweetening broker-lender ties at the big banks. Built on top of Chordiant's cross-silo, analytical platform for sharing enterprise consumer data, the mortgage solution brings a decisioning-based approach to the loan origination process with broker tools added in: broker profile management, broker fee and compensation tracking, and a content management interface that allows for closer collaboration with favored brokers. Those brokers who become part of a favored circle can, in turn, speed the process for their customers. 

"Both brokers and banks are striving to increase capture rates," says Florence, whose firm's clients include HSBC, Capital One and CIBC. 

Through bank Web services, brokers "can clear conditions and loan files as fast as they can; they can post lead generation, and use the broker portal for their own lead space," Florence adds. Chordiant devised the solution in a specialized development project with an unnamed UK bank, which Florence says has already installed 2,000 live broker connections to its system. 

According to FDIC and industry data, 40 percent of mortgage volume is now handled by wholesale channels, up from the traditional one-third share of the market with retail and correspondent-based leads. Overall mortgage applications and volume are down, like at Countrywide, where loan fundings have fallen 11 percent, further pressuring lenders to better "manage broker relationships with loan marketing, pipeline management, lead management" and other CRM capabilities linked to processing systems, according to TowerGroup research area director Craig Focardi. 

Mantha says the wholesale broker solution, readily integrated into a lending platform, is an example of how large banks are taking on upstarts in mortgage lending (ING Direct, for example) which have simpler broker products for quick-turn qualifications and a faster underwriting process. 

Chordiant's whole lending point-of-sale solution is on top of the Chordiant Cx (customer experience) lending platform, where banks can re-purpose consumer data for the customer lifecycle management (CLM) strategy banks are starting to deploy. 

CLM is essentially an extension of CRM that expands to life of a account, setting up future business and cross-sells as the customer's circumstances change. CLM's aim is to nest away a sales pitch for when a new-parent customer is ready for a 529 plan, or when a new homeowner might be in a position to refinance or enter into a reverse mortgage years or decades down the line. 

While CLM is easy concept to grasp, it is one financial institutions have difficulty achieving because siloed channel data is not easily gathered or sorted without heavy-maintenance middleware. For those taking the move to enterprise data, the natural launching pad is the home lending are where the most in-depth initial consumer data is obtained. "It's more labor intensive," says Mantha, "but there's more efficiency to gain opportunities than there is from other [services]." 
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SCOTTSDALE, AZ -- With market conditions being what they are, most wouldn't decide to enter the mortgage market at this point, but D&R Financial Group has done just that with the help of some outsourcing technology to automate their document closing and post-closing services. 

"I had been a broker for six years before making the transition to a mortgage banker," said Joseph Dufresne, president at D&R. "Everyone told us that we were crazy for opening a mortgage business in this market. However, as a small lender, rates don't make a difference because we get paid on the transaction. We've also been successful in identifying individuals that have been downsized as a result of this market. The pie is very big. We differentiate ourselves based on customer service, turn time and education." 

D&R is a broker/banker that started in March 2006. The company is in nine states right now, focusing on the first-time homebuyer market. The goal is to be in all 50 states by the end of this year. 

"We were referred to Guardian Mortgage Services as being a potential solution for broker/bankers that want to play on the same field as the Countrywides," said Mr. Dufresne. "GMS let us get off the ground with a level of experience and service that would have been tough for us to staff as a new company. To us, GMS makes us scalable to process two or 200 loans a month. We're growing very quickly so scalability is key. 

"Second, GMS offers us salability. We make our money when our loans are sold into the secondary market. GMS ensures that our files are salable based on the guidelines we give them. Last, we see huge compliance gains in using GMS. We lean on GMS to be up to date, accurate and efficient to both notice problems before they happen and fix problems if they do exist," he said. 

The GMS application is Web based and allows complete visibility into the loan file, but does require some getting used to. "There's a learning curve that goes into it but once the ball is moving it was easy for us to proceed," pointed out Mr. Dufresne. "We had a high level of support on the GMS side. As we move into new states we'd be spending a lot on lawyers instead of just relying on GMS. 

"We want to be known for our 500 FICO product that provides 100% financing on a 30-year fixed. We also have a 620 product that we just rolled out. We also offer 'makes sense' underwriting that takes into account payment history, employment, home location, etc., beyond just the credit score." 

D&R's relationship with Texas Capital Bank, Dallas, started the relationship with GMS. "We have a nontraditional warehouse lending program," explained Ian Wright, senior vice president and director of national sales at Texas Capital. "In order to get less experienced companies into warehouse lending we've set up this system. A lot of brokers are moving to bankers so we launched this program to do away with the high-worth requirement and go with a smaller company provided that they go with a third party like GMS. 

"In order to work with us the broker/banker has to hire two to three people to do the back-office work or hire GMS to outsource that function. We feel very comfortable with GMS and the customer only pays on a transaction basis, so everyone wins. GMS helps track the progression of the loan for us," he noted. 

"In looking for an outsource partner we were looking for size and skill. Recently we had two blizzards and there was no down time at all with GMS. The ability to rely on GMS is what we needed for our business. Prior, we lost four days in Hurricane Rita. The fact that GMS is away from the coast and things are set up so employees can work as long as they have electricity is key." 

For brokers looking to make this transition and deal with entities like Texas Capital, Mr. Wright advises outsourcing. "If you're going to make the transition from a broker to a banker the cost savings of outsourcing is twofold because it's cheaper to pay as you go and you share responsibility with your partner. Brokers are good originators but have limited experience beyond that, and that skill set is important when making the transition. 

"You get security and scalability with an outsourcer. Also it's a neutral set of eyes reviewing the final closing stips to ensure that the loan is right before we release funds. That's critical to us. Going with GMS is a recommendation scenario for us right now," said Mr. Wright. 

"Texas Capital Bank (warehouse line) has developed a mutually beneficial relationship with Guardian Mortgage Services to help support their clients via back-office outsourcing (e.g., closing coordination, title and escrow, vendor management, document preparation, post-closing)," added Tim Anschutz, vice president, marketing at Guardian Mortgage Documents. "This is a scenario that benefits everyone, especially the broker-to-banker client. 

"GMS continues to experience record demand for its back-office outsource services which include vendor management, title and escrow, closing coordination, document preparation and post-closing services. GMS is experiencing a strong trend in warehouse lines wanting to work with us for helping support their new and existing clients in the back-office operations area." 
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A sourcing system for sub- prime mortgages will be developed by the professional body for mortgage packagers, it has announced. 

Vic Jannels, executive chairman of All Types of Mortgages and board member of the Professional Mortgage Packagers Alliance, said members had compiled a shortlist of suppliers of software components. 

He said: "We are aware that this is a current hot topic within our sector and that it is important to deliver instant, accurate and compliant point of sale solutions to our introducing brokers. 

"They not only want to have a quick handle on the best product responses to their enquiries, but also need to ensure delivery of a robust audit trail too." 

He added: "Any system will need to deliver not only the best product options based upon information supplied, but must also be able to offer additional facilities." 

Mr Jannels explained that the sourcing system would provide instant responses to decision in principle submissions, including product choices, as well as a criteria-driven shopping list and a strong audit trail. 

The service from the Professional Mortgage Packagers Alliance will also include a seamless transfer of data - to application and then to the lender - in order to avoid rekeying by users. 

Credit search and lender- verified key facts illustrations will be provided as part of the service, as will online real-time case tracking. 

Mr Jannels said the system - which the trade body expects to be ready for rollout before the end of the year - would garner a high level of support from intermediaries who are concerned about the lack of accuracy in KFIs generated by the major sourcing systems and the lack of support for sub-prime products. 

He said: "The PMPA is close to offering a web-based system that will be available to all members and which, at this stage, is expected to be offered free to introducers." 
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Each year Mortgage Technology magazine lists new, up-and-coming vendors and also spotlights some companies that aren't necessarily new but haven't yet received coverage by this publication. As we learn more about the actual business benefits enjoyed by lenders using the products and services of these promising companies, our future stories will share those results with our readers. With volume down this year as compared to last year and volume next year expected to go down even further, technology adoption becomes crucial in order to drive efficiency and stimulate new business opportunities at the same time. As a result of this changing market there is an increased emphasis on adopting technology concepts like imaging, electronic collaboration, customer relationship management, product and pricing decisioning, and outsourcing. In order to continue to be a valued service for lenders, we will spotlight some new and/or exceptional vendors that can help lenders out in these critical areas. 

Acris Paperless Solutions www.AcrisSolutions.com 

Laguna Hills, Calif.-based Acris Paperless Solutions provides paperless digital storage and retrieval services to the mortgage industry. The company manages electronic loan documents from origination to archiving. This collaborative, Web-based service enables all industry participants to capture, submit, underwrite, fund, share and archive loan documents electronically. Acris Paperless Solutions is designed for exclusive use in the mortgage industry. The technology benefits the originator, founder and third party vendor in the retail or wholesale markets. The technology can be integrated with most loan origination solutions and Acris touts that it can be up and running in as little as five days. 

Founded in 2005 

Artemis Enterprises www.ArtemisInfo.com 

Prior to founding Artemis Enterprises, Mary Hunter served as founder and CEO of ACEX LLC, a provider of contact management software solutions for servicers and attorneys in the default mortgage servicing industry. Ms. Hunter founded Artemis Enterprises to provide a communication solution that helps companies not only to enhance internal and business partner communication, but to leverage vendor relationships to collaborate on strategies and data repositories. In addition to providing information management technology and services, Artemis offers consulting services to help companies identify, locate and establish strategic relationships with other industry-related partners to expand their client base and further enhance their businesses. 

Founded in 2007 

Assurant Specialty Property www.AssurantSpecialtyProperty.com 

Assurant Specialty Property is a lender-placed homeowners insurance and insurance outsourcing service. The company touts a "single system" approach to tracking mortgage loans. Assurant's insurance outsourcing technology tracks and monitors loan portfolios to ensure adequate insurance coverage. Additional outsourcing services for mortgage servicers include escrow disbursement, loss draft processing, reporting insurance customer service, tax customer service, new loan boarding, REO and pre-foreclosure claims recovery. Assurant's lender-placed insurance acts as an underwriter and develops programs to manage and limit the risk of uninsured collateral within our partners' portfolios. Also, the company offers voluntary homeowners and dwelling products to traditional and nontraditional risk categories. Utilizing flexible underwriting standards, the CHOICE and FirstSelect programs offer coverage in more than 40 states. 

Founded in 1999 

Credit CRM www.CreditCRM.com 

Jamison Law Group, Los Angeles, a credit restoration law firm, created and markets Credit CRM, a credit restoration tool. Unlike traditional credit repair, the company's approach to restoring someone's credit has always been a combination of expert credit advice and streamlined automation to deal with creditors and the credit bureaus. Based on this formula, Credit CRM enables users to start and maintain a profitable business focused on increasing their clients' credit scores by an average of 50 points in 30 to 90 days. Credit CRM consists of over 20 hours of credit training, a state-of-the-art credit and sales software system, unlimited telephone support and a full Internet-based marketing system. 

Founded in 2006 

Deal Maker Score www.DealMakerScore.com 

Market Kinetix is a Houston-based marketing company dedicated to providing the mortgage industry with innovative products that enable a more efficient mortgage process. The company's flagship product, Deal Maker Score, is a credit analysis tool. Deal Maker Score is a Web-accessible, patent-pending technology solution, which is currently utilized by mortgage originators nationwide. Deal Maker Score provides a clear and customized Mortgage Action Plan based on the borrower's credit history. It guides borrowers to achieve a desired target credit score in the shortest time possible and enables loan officers to close more and better quality loans in the process. 

Founded in 2006 

Lender Lead Solutions www.LenderLeadSolutions.com 

Lender Lead Solutions offers reverse mortgage marketing, loan services and technology. LLS located in Melville, N.Y., is a division of Vertical Lend and a reverse mortgage services company. The company is divided into four distinct units to better help users grow their reverse mortgage business faster and more efficiently: LLS Lead Generation, which includes over 600 broker organizations and banks representing more than 1,800 loan officers all receiving leads from the Senior Lending Network; LLS Financial touts complete lead-to-closed loan business support; LLS Technology, namely a customer relationship management and loan origination platform; and LLS University, comprehensive training on the reverse mortgage business, which includes sales processes and the use of technology. 

Founded in 2004 

Nomis Solutions www.NomisSolutions.com 

Nomis Solutions is a profit-based pricing engine for the banking and finance industries. The Nomis Price Optimizer Suite is designed to strategically use pricing to increase profitability while maintaining revenue and market share. Because of the unique needs of each banking and finance business, the suite includes specific solutions for the following: direct and indirect auto finance, home-equity lending, consumer lending, deposits, mortgage and foreign exchange. Each solution is implemented in less than 10 weeks, provides customer insights and increases profits within three months, according to Nomis. Headquartered in San Bruno, Calif., Nomis Solutions has offices in Charlotte, N.C., New York and London. 

Founded in 2002 

PushMX Software www.PushMX.com 

PushMX Software provides an automated workflow management solution. The Santa Clara, Calif.-based company developed its solution to address the mortgage industry's need for process improvement and workflow efficiencies. The company's flagship solution PushMX Production features a suite of business components that allow mortgage professionals to manage their pipelines and maintaining up-to-date reports. PushMX Production combines a workflow solution and the user's current business model to create a management tool that is tailored to address the specific needs of each company. The introduction of PushMX Sales has allowed users to include lead prospecting and post closing sales and marketing to automate their entire loan origination process. 

Founded in 2003 

Remend Inc. www.Remend.com 

San Mateo, Calif.-based Remend offers an on-demand mortgage servicing suite that addresses the entire loan lifecycle following loan/customer acquisition. It enables users to improve loan performance, analysis/reporting, and the experience of borrowers and the people servicing loans. Remend integrates all the stakeholders in a common workspace and platform. The application provides these users with a consistent process, real-time decision-making and analytics, and a consolidated information source throughout the mortgage cycle. The company addresses four areas of financial improvement, namely loan carrying costs, loss severity, cost of mortgage servicing and cost of default and resale. Also, Remend directly addresses the processes and information required to satisfy all aspects of compliance needed to keep up with the current regulatory climate. 

Founded in 2002 

Titan Lenders Corp. www.TitanLendersCorp.com 

Former Guardian Mortgage Services executive Mary Kladde has gone out on her own to form Titan Lenders Corp., Denver, a closing, post-closing and mortgage fulfillment services provider. Titan is being positioned as a variable cost alternative for mortgage bankers, brokers and investors to increase their loan closing capacity while reducing risk, errors and overhead costs. The firm offers a credited service model, extensive industry experience, and customized solutions automated by Cerberyx, a Web-based technology platform designed specifically for its processes. Built upon the eSys Technologies platform for managing cost and increasing productivity for next-generation lenders, Titan's Cerberyx application is a Web-based information management tool that provides a window into a lender's entire mortgage pipeline from application all the way through to the end sale of the actual loan. 

Founded in 2007 
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Byline: Bonnie Sinnock 

APPLETON, WI-Here are a couple things to consider given that the good-faith estimate and HUD-1 forms will be under particular scrutiny this year due to regulatory changes and the heightened compliance sensitivity in the industry, according to the head of LoanSifter, a loan pricing technology provider here 

First, collecting and tracking documents can help mitigate compliance risk if there are queries or audits down the road, said Bruce Backer, the company's president. 

Secondly, interest in using the Internet to obtain loan information at some point in the process appears to be growing and some studies suggest it has become widespread. Since clear communication with consumers is a goal of recent regulatory reform, the ability to reach the growing number that appear to be interested in learning about loans this way also may be helpful. 

Mr. Backer said his company is in a position to help with compliance concerns related to these forms and changing regulations like the Real Estate Settlement Procedures Act and the Truth in Lending Act. This is in part due to its partnership with compliance services provider Wolters Kluwer, Minneapolis, and also through other automated tools it offers related to the origination process. 

GFEs and HUD-1s are being watched closely due to the current RESPA update that went into effect in January, which is centered on what Jason Marx, a vice president and general manager at Wolters Kluwer, describes as changes to origination fee tolerances involving what fees can be passed through to the borrower and how they are disclosed to the consumer as the loan goes through the origination process. The comparison between the GFE delivered earlier in the process and the HUD-1 delivered later are particularly key. 

Disclosure of borrower fees in the origination process also is central to upcoming changes related to TILA Regulation Z, according to Wolters Kluwer's website. This involves broad lending reform that goes beyond the industry and includes certain mortgages as well as the charges, rates and caps related to them, said Mr. Marx, who added that this is something the industry will have gear up for before the end of the year. 

In addition to its partnership with Wolters Kluwer, LoanSifter considers itself differentiated in giving market participants the tools to address these compliance-related challenges because it offers - to the extent individual users need it - different types of technology that might otherwise be offered by separate vendors. These consist of origination technology that interfaces with the borrower and automation that provides the party originating the loan with access to information about investors' respective products, as well as mortgage insurance pricing and eligibility information. 

"Pricing tools can provide consumers with key pieces of information required by RESPA," said Mr. Backer. 

"Technology can help lenders calculate required [annual percentage rates] along with their underlying fees and record this information in their database of record." 

He suggests electronic delivery of product and pricing information from investors may be helpful in compliance as it has become increasingly accurate. "A loan officer could make a math error or not have updated information for an investor or mortgage insurer," he said. With automation, "There are far fewer opportunities for error." 

With such improved accuracy consumers can get more competitive quotes and lenders can provide more competitive product, a development that is in keeping with the goal of recent compliance efforts, he said. 
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According to Fannie Mae, 2002 will be a pivotal year for e-mortgages. Mark Oliphant, a principal with Fannie's E-Mortgage Solutions, made the comment at the Third Annual Mortgage Technology conference held here. 

"We're taking a broad look at e-mortgages and how an e-mortgage can benefit the entire value chain," he said. "We want to make sure we're setting the bar at the right level because we have significant legal issues. But we also want to foster adoption." 

Part of that work involves setting standards for the data that is being transferred electronically as part of the all-electronic mortgage. But it also has to do with streamlining the process itself, he said. 

"It's not about automating today's process. We're layering on new technology and there's a whole new legal framework with new complexities," he said. 

Fannie did its first all-electronic pilot loan in July of 2000. But the complexities of the process were not offset by greater efficiency. Even though the data came into the GSE electronically, Fannie still had to employ a staff to manually compare the documents with the file to make certain that no changes occurred at the closing table to create a mismatch. 

"In the pilots, the docs were just digitized and we still had to compare the data to the scans. There should be a better way to do this," he said. 

The answer, according to Fannie Mae is the "smart" document format, which locks the data and the presentation together into a single file. 

"After it's signed, you can extract the data and it's guaranteed to be the data that the consumer signed," Mr. Oliphant said. "Plus, you can start checking the loan for problems from the time the smart docs are generated and not wait for post close." 

Fannie hopes to publish version 1.0 of its smart document requirements by the end of the first quarter, with an update to come by October. It's important to the GSE since it wants to begin accepting all-electronic mortgages on a flow basis in the near future. But there are dangers in moving too quickly, Mr. Oliphant said. 

"If we don't do this right, we could quickly build up a portfolio of e-mortgages and one could be challenged in court and a dark cloud would pass over the entire portfolio," he said. 

Another problem that the standards must deal with is the fact that "we are in a hybrid world," he told the audience. 

"Within a loan there is going to be a mix of electronic and paper docs. There are a lot of participants and not all of them will be e-enabled right out of the gate." 

In the short term, Mr. Oliphant says that Fannie Mae will continue to work out its roadmap for the all-electronic mortgage, continue work on its investor delivery requirements and its work with MISMO. 

"We need to take a look at how we collect documents or loans and package them up and then find a secure way to route them around to anyone that needs them," he said. 
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DOCUTECH CORPORATION, IDAHO FALLS, Idaho, announced its system has been tested and verified to meet Fannie Mae and the Mortgage Industry Standards Maintenance Organization (MISMO) requirements for the new securable, manageable, archiveable, retrievable and transferable document (SMART Doc) technology initiative, SMART Doc specification is a standard representation for mortgage documents in an electronic format created to conform to standards set by MISMO. Fannie Mae and Freddie Mac are working closely with MISMO on this industrywide standards process. A SMART Doc is a single electronic document that binds together data and presentation along with other information needed to maximize its performance, With the information and its presentation, and the relationship between the two bound in a single immutable file, the integrity of the electronic data can be guaranteed. This specification allows system validation to ensure that what the borrower sees and signs on the computer screen is the exact document that wil l be stored electronically. It also ensures that the data displayed on the screen will be the exact data used for downstream processing of the loan. 

DocuTech offers an enterprise solution for all origination channels and transactions, from point of sale to closing to investor delivery. The program interfaces with leading loan origination systems, including Byte, Calyx, DataTrac, Genesis, Mortgageware, Contour and more. DocuTech represents and warrants that all standard documents will be in compliance with federal, state and lender requirements. 
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DocuTech Corp. here has released an enterprise data and document solution that fully supports electronic close and loan delivery, the company said. A provider of compliance services and documentation technology, DocuTech said its solution is Smart Doc compliant for all documents and products in the mortgage industry. 

The Smart Doc format was created to conform to standards set by Mortgage Industry Standards Maintenance Organization and to allow originators to manufacture fully electronic. Fannie Mae and Freddie Mac, two of the industry's largest investors, are working closely with MISMO on this industrywide standards process. 

"What makes DocuTech unique is that our document engine and database is native XML-based allowing us to create compliant Smart Doc loan packages for all products in all 50 states," said Ty Jenkins, CEO of DocuTech. 

"Because both the data and the document are now one, legal and secure, they can be sent at the same time, improving and streamlining the manual workflow of mortgage operations by eliminating the need to manually check and verify the accuracy and validity of the data and docs. This is a huge operational efficiency and productivity pick-up in a lender's operation." 

Because the company realizes that not all originators may be ready to close their loans in a paperless fashion - and many investors have yet to find a comfort level with the method - DocuTech has made it simple to close the same loan in either the traditional or a paperless fashion. 

"We can deliver a fully scalable, robust, enterprise system deployable in a production environment for paper as well as paperless today for lenders," Mr. Jenkins said. "We offer them multiple options and choices on how and when they may want to implement." 

The solution is available for all origination channels and transactions from point-of-sale to closing to investor delivery. The program resides on a customer's server, interfaces with a number of leading LOS systems and is available in a variety of pricing options. 
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DocuTech Corp., a provider of compliance services and documentation technology, has formed a strategic partnership with Lee, Mass.-based Wave Systems Corp. to offer a completely paperless electronic mortgage. 

Wave Systems provides a complete, Web-based, digital signing and document storage solution. The partnership enables both companies to deliver a comprehensive e-mortgage solution, DocuTech said. 

Under the agreement, DocuTech will generate mortgage loan documents in either the traditional paper format or the SMART Doc (Securable, Manageable, Archiveable, Retrievable and Transferable) format, at the lenders discretion. Wave will provide the digital signature and digital document storage application. 

Wave's SignOnline SmartSignature and SmartSAFE software applications use Public Key Infrastructure to allow the creation and storage of legally binding, digital contracts in PDF format. 

SmartSAFE allows a lender to view, manage, store and transfer sensitive signed and unsigned documents, while providing signers more limited access. 

The Wave platform allows for the verification of a person's identity, after which a digital signing certificate is issued and automatically installed on the borrower's Web browser or personal Smart Card. 

DocuTech offers an enterprise document software solution for all origination channels and transactions from point-of-sale, to closing to investor delivery. 

"Offering this complete electronic closing preparation, signing and storage solution to the marketplace today solidifies the fact that the paperless mortgage is now a reality and ready for deployment today," said Ty Jenkins, CEO of DocuTech. 
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WILLIAM DRAYTON, U.S. CONGRESSMEN (1825-1833) AND FORMER PRESIDENT OF BANK OF THE U.S. (1840-1841), said, "Change starts when someone sees the next step." According to the Mortgage Industry Standards and Maintenance Organization (MISMO), SMART docs (securable, manageable, archivable, retrievable and transferable documents) are the next step in creating a completely paperless e-mortgage process. "[Not] since the widescale adoption of LP [Loan Prospector[R]] and DU [Desktop Underwriter[R]] will a technology change the way we do business more than SMART docs," says Tim Anderson, executive vice president of e-mortgage solutions at DocuTech Corporation, Idaho Falls, Idaho. But what exactly is a SMART doc, and what will it take to implement it into today's mortgage process? And is it something investors would be smart to latch on to, or just another hyped technology doomed to wind up with hundreds of other discarded bright ideas? 

The key to successful e-mortgages 

Everywhere we look, we see evidence of an increasingly electronic world. We contact our friends using e-mail more than the telephone, post photos of the kids on our home Web sites and look on the Internet for information rather than depending on a brochure. But buying a house without ever putting pen to paper? Surely that's taking it too far. 

Yet every day we hear more evidence supporting the move to a completely electronic loan process--from application to closing. In January of this year, MISMO announced its industry standards for e-mortgages, including specifications and supporting documents for implementing paperless mortgages with digital signatures. Fannie Mae and Freddie Mac have pushed the idea forward by publishing guidelines that lenders can implement to send e-mortgages their way. 

Freddie Mac notes that electronic mortgages "have the potential to simplify and streamline the mortgage process by reducing administrative costs and processing time, as well as improving quality control, drastically reducing paperwork and minimizing manual steps." (Freddie Mac News Archive, March 5, 2001.) 

In addition, the secure and legally binding electronic signature is now a reality. According to CBS Market Watch (January 31, 2002), Quicken Loan customers were able to complete and electronically sign their mortgage applications fully online six months ago. Even leading county recorders are getting into the act, accepting property files electronically and looking to implement technology that will allow electronic deed transfers. 

Meanwhile, low interest rates and the refinancing boom, together with budget cuts and increased demands, are forcing a widespread need for technology that can shorten, streamline and improve the cumbersome mortgage process while at the same time reduce costs. According to first-half results from the 2002 Mortgage Bankers Association of America (MBA)/STRATMOR Group Peer Group Roundtable study, lenders are spending between $800 and $1,000 to process, underwrite and close/fund a loan. In addition, they are spending $130 to $175 to post-close, ship and put a loan through quality control. 

"Given all the investment in production technology and the benefits afforded lenders in the sheer scale of this spectacular refinance boom," says Linda Simmons, Amelia Island, Florida--based industry consultant with the STRATMOR Group, "one would anticipate a reduction in these costs over a period of time. Yet we've seen an increase in fulfillment costs over the past five years [15 percent], including a slight increase in 2002 over 2001. 

Some of those increases may be due to the early efforts to create electronic files before the technology was ready. With today's inexpensive printers, fax machines and copiers, a lender could scan the documents and produce a so-called electronic loan file--but it would be electronic only in name rather than function. This is so because what is created is simply a static computer image rather than an actual electronic representation of the data. This image contains a one-time picture of the data and document, which cannot be manipulated. The result is a static file that fails to streamline the process or solve the data collection issue. 

"You have not changed the process since it's still based on and around getting paper forms in the first place," says DocuTech's Anderson. "In a shrinking margin business, the only way lenders are going to make additional money is to invest in business-changing technology that actually reduces costs and steps." 

That business-changing technology, according to Simmons, is based on something like the SMART doc approach. "One of the more effective ways to lower these costs is to reduce the need to screen the data and documents, and enhance the means to keep data and documents in sync and deliverable simultaneously," she says. "The answer is something like e-mortgages and SMART docs." 

What is a SMART doc? 

In simple terms, the SMART doc is a way of electronically representing a mortgage document--both in appearance and data content. MISMO defines it as an electronic document that binds data and presentation together, creating a single immutable file in which the integrity of the data can be guaranteed. The good news: It ensures that what the borrower sees and signs on the computer screen is the exact document that will be stored electronically as well as the exact data used for downstream processing of the loan. 

"With the SMART doc, the data and the document are stored in one file that can transcend multiple transactions throughout the value chain," says Anderson. "Think of what this means in terms of eliminating all the people checking, keying and validating paper forms--and the data on them--throughout the entire loan origination, underwriting, pre- and postclosing, funding and investor delivery processes," he says. 

Estimates show that more than one-third of the effort needed to originate a loan involves collecting and entering information and correcting errors. "The largest component of expense is compensation and the number of people involved in closing and delivering a loan," says Simmons. "People continually look at loans to verify document and data validity and reliability, document availability, and data and document requirements per investor. The more complicated the loan or the borrower, the more times these processes are performed. When all is said and done, the way to lower fulfillment and post-production support costs is to reduce the number of clerical people involved in the process." 

Since a SMART doc holds the data and document in one file, it immediately eliminates the need for endless screening. True to its name, it possesses a certain technological intelligence, with rules and controls that automatically check the security plus the data logic validity and integrity of the document. The SMART doc can be either an electronic representation of an existing paper document or a new electronic document created to transfer information between parties in a mortgage transaction. It's necessary to the e-mortgage process because it simplifies things. 

Pilot e-loan transactions were tried without the SMART doc, with disappointing results. According to Credit & Collection World's Credit & Collections World News, the complexities of the process were not offset by greater efficiency, and it was still necessary to employ a staff to manually compare the documents with the file to make certain that no changes occurred at the closing table to create a mismatch. Industry observers concluded there had to be a better way. Some believe the answer is the SMART doc. 

Using extensible markup language (XML), SMART docs create the capability for maintaining integrity of information in electronic mortgage documents that will support legal and credit policy requirements and comply with legislation. "In the traditional loan process," says Anderson, "from the time of application all the way to closing, you're acquiring information on the loan, the borrowers and the property, all while negotiating the loan. Think of how many changes are done to the paper documents manually, offline, and hence the need to continually check, reverify, change, update, key and rekey data from the paper forms. In a dynamic SMART doc, the data and documents are kept current and compliant based on new data, conditions or negotiated changes. You reduce or eliminate so many interim steps in the process because you can immediately view and trust the data and document that you see in front of you." 

XML: The technology behind it all 

The SMART doc owes its flexibility to the XML platform. The universal format for structured documents and data on the Web, XML is a technology that provides rules for describing documents and the structures in any type of document. It's much more flexible than its cousin, hypertext markup language (HTML), and allows for greater accuracy in describing, categorizing, customizing and delivering information. Using a common vocabulary to describe the data elements from loan application to processing and closing, it allows information to be classified, so it's possible to differentiate types of information such as a lender's telephone number and a borrower's postal code. 

Partnering with XML to round out the SMART doc is a corresponding viewing technology--the most popular being extensible hypertext markup language (XHTML). XHTML creates a document that can be viewed as a Web page and can be processed by XML software. According to MISMO's SMART Doc Focus Group (version 1.0), such a document can be viewed, edited and validated with standard XML tools. It can also be written to operate as well or better in existing HTML browsers as in new, XHTML browsers. 

XHTML creates the view of the document that a user sees on the screen--a visual representation of the data in a standard document format. Because of the XML original data, all information in that visual representation can be manipulated and subjected to calculations. Much like pairing a script with a movie camera, the SMART doc pairs the flexibility of the XML data technology with the advanced visuals of XHTML, resulting in a document that appears the same to lenders, brokers, investors, bankers and customers alike. 

According to "SMART Document Overview: Frequently Asked Questions," an October 2002 paper by MISMO's eMortgage Workgroup, linking the XML data and the XHTML view in a single immutable file is a conservative approach to electronic documents--one that provides a mechanism to "trust" the document. Other approaches to solving the SMART doc viewing challenge include Adobe Systems Inc.'s Acrobat[R] portable document format (PDF) file, which is also supported by major industry vendors. Offering another universal platform that is software-rather than Web-based, the PDF may provide a familiar option for some investors. The emerging market will undoubtedly determine which technology is best suited for the industry. 

Bringing credit, underwriting and service together, this technology duo of data and visuals creates a document that could begin at a consumer-based Web site, move to a loan origination system (LOS), be passed to a credit agency and returned with credit data attached. Any and all other services could happen in the same manner. In this way, each vendor is able to perform its portion of servicing the loan, then pass it on to the next vendor in the process. The data stays in one location, and changes are made to the same file. 

Better yet, XML and XHTML provide for the exchange of data across diverse systems and do not require proprietary software. "The data means the same thing to all participants," says Anderson. "Automatic workflow can occur within a SMART doc based on the header status, which indicates what is still needed or what has transpired on the loan." 

Suddenly the doors are opened between software systems written by different vendors to create and manage electronic mortgages, granting various service providers the opportunity to join together in creating an all-in-one electronic solution for lenders. 

"Using the flexibility of XML, you can take a leading company in each of the categories--electronic loan application, closing documents, delivery of e-packages, tracking and storing of the documents, digital signatures, e-recording and e-hosting--and deliver an end-to-end paperless solution," Anderson says. 

Where's the downside? 

One common misconception about SMART docs--and e-mortgages in general--is the belief that a loan must be either paper-based or electronic-based with no in-betweens. Fortunately, the technology of the SMART doc can be used for any part of the loan process. Because it is applicable to any document exchange, combination electronic and paper loans are not only possible, but a natural step in the evolution toward a completely paperless process. 

"A streamlined or reduced document set can be sent to the investor totally electronically," says Anderson, "and since you can now trust the data, it can be funded immediately, offering real benefits in reducing time, costs, errors, effort, shipping, delivery and funding." 

In fact, last July Fannie Mae came out with its "Seller Servicer Announcement 02-08: Selling Electronic Mortgages to Fannie Mae," providing guidelines detailing that Fannie Mae is open and ready to accept SMART docs in lieu of paper documents for investor delivery. SMART docs are also currently being used for initial loan review and approval, and to carry accurate, up-to-date data to the closing documents. 

Another common point of confusion concerns the security of a SMART doc. Some worry that electronic documents will increase the probability of fraud. Yet, because they practically eliminate rekeying and endless transfer of information, SMART docs are likely to be more accurate than paper documents. They increase the validity and compliance of data. Because they must include both the information and the view of the information to maintain the integrity of what the customer saw on the computer screen, linking the XML data and the XHTML view provides a mechanism to build trust in the validity of the document. MISMO developed it this way to ensure that the electronic document is at least as valid as a paper document. 

"What people once did to verify documents and key in data can now be totally system-verified and generated," says Anderson. "With SMART docs, changes are immediate, so what you see is always the legal and current version of the document. The data behind the electronic image can be validated, and the view is as legal and compliant as the paper form." 

Still, even if one is convinced of all the benefits and stands ready for the next step--implementation--one may have a tough time finding vendors that support the SMART doc technology. XML has a reputation for being inexpensive and easy to implement, as well as having a relatively simple learning curve. However, having the system and programming expertise to convert paper documents to SMART docs requires more than simple XML skills. 

"Some vendors make the mistake of creating systems that are still print- or paper-based, using translation software to first convert to an XML format and then program it to SMART-doc specifications. This data conversion process has the potential to introduce a lot of data formatting and integrity errors," says Anderson. 

"Companies must fully understand the technology and compliance issues surrounding the use of SMART documents," adds Johnna Cooper, associate vice president of Navy Federal Credit Union, Vienna, Virginia, a pioneer of SMART docs. 

"There are a lot of companies that claim to offer SMART documents, but you need to be sure what they are offering meets your expectations. When I started looking, every company I talked to did only a small piece of the process. For example, some provided SMART docs for first mortgages but not for equity loans. We needed to find partners or invest in a home-grown solution that would meet our goals." 

So what is the best way to move forward? According to those who have been there: Learn more and shop around. And, in terms of electronic data access, security and storage: Secure a long-term management solution. 

"Companies should look to solutions that provide an adaptability to current process flow," says Jim Home, Maryland-based vice president of financial services at Wave Systems Corporation, Lee, Massachusetts. "These solutions should be designed with open systems in mind so as to allow for easy connectivity; comply with E-SIGN [the federal Electronic Signatures in Global and National Commerce Act] and UETA [Uniform Electronic Transactions Act] regulations and verify such compliance with an audit, if possible; possess the capability to authenticate all parties who have signed the documents; handle hybrid transactions, as paper will still be around for awhile; and finally, meet industry standards for data and design." 

The consensus prediction today is that a real comprehensive solution that will help investors take advantage of SMART docs and e-mortgages will involve not one, but multiple vendors working together. 

"There are numerous companies that can provide pieces of the process, but no one-stop shop that I have found," says Cooper. "This means that more complex solutions will likely involve multiple players, and you need to make sure that all of the pieces work together seamlessly." 

With the new standards handed down by MISMO and supported by the government-sponsored enterprises (GSEs), it won't be long before lenders can pick and choose providers that can properly implement the SMART doc and e-mortgage technology. In the meantime, vendors that are SMART doc-enabled today stand to gain greater acceptance, customers and profits as larger investors start requiring the validity, accuracy and ease that the technology provides. 

The new eMortgage Alliance, recently formed by DocuTech Corporation; Wave Systems; SwiftView Inc., Tualatin, Oregon; VirPack, Vienna, Virginia; and Rekon Technologies Inc., Pasadena, California, is one example of a collaboration of leading companies that not only meet SMART-doc standards, but can immediately deliver a complete e-mortgage solution. 

Why now? 

Any change that is worthwhile takes time. Though the talk of e-mortgages has been going on for the last few years, progress so far has not been revolutionary, but rather steady and methodical. Some wonder what's the big rush. Isn't it smarter to wait another year or so before getting serious about SMART-doc technology? 

According to industry experts, there is no advantage to waiting but there are many benefits to getting started today. 

"It's long overdue's says Jeff Lebowitz, president and founder of MORTECH LLC, Chester, Connecticut. "SMART-doc technology is poised to become an important part of the industry's infrastructure. Many of the elements for rapid industry adoption are now in place. MISMO has provided a set of standards that will ensure developers are on the same page; major investors have made it known that SMART docs are acceptable currency to them; and the economic case for general adoption is strongly implied by the MBA/STRATMOR study," he says. "It demonstrates that even in times of extraordinary loan activity, large producers are still looking for economies of scale in production." 

According to Navy Federal Credit Union, which is already implementing e-mortgages and SMART docs, the benefits of changing today far outweigh any possible glitches in the process. "We are redeveloping the e-mortgage platform based on what we've learned," says Cooper. "We're integrating with our LOS, which will allow us to further leverage SMART docs. Then we'll be able to take the data from our LOS and upload it to the e-mortgage platform. The SMART docs will go through the entire closing process, and the data and documents will be returned to Navy Federal electronically. No more paper, no more postage, no more courier fees. We've minimized errors because data is not being rekeyed, and we've reduced the need for quality control to review documents all the time. An added benefit is that if [and] when a problem is found with the closing document, the correction can be made in minutes without rescheduling the closing or inconveniencing borrowers." 

"E-mortgage document management systems will provide many additional benefits to the process, further adding to the value of SMART docs," adds Home. "These additional values include more efficient processing of documents; ability to verify and authenticate the source of the documents; the reduced possibility of fraud, forgery and impersonation; the means to verify the integrity of the document; drastically reduced delivery costs; a chance to reduce or allow the reallocation of human resource expenses; and a faster and more secure, complete transaction." 

Additional encouragement for rapid implementation comes from key industry leaders. "We embrace the evolution of e-mortgage technology," says Jim Johnson, vice president of asset acquisition and data validation and head of the e-mortgage program office at Freddie Mac. "In fact, Freddie Mac is well on its way to making the purchase of e-mortgages easier and faster," he says. "We're working with industry electronic commerce groups to develop uniform specifications, sound policies and effective guidelines that the industry will embrace. The use of SMART docs will be a requirement of our e-mortgage program." 

"We are very happy to see the MISMO e-mortgage standards coming through to fruition," adds Gabe Minton, vice president of industry technology at MBA. "We encourage vendors and group efforts such as the eMortgage Alliance in their quest to fulfill the needs of the industry of tomorrow. It is not a question of if; it is a question of when. The cost benefit is too high." 

"Navy Federal got into the [leading] edge of this technology because we saw the opportunity to save time and money and we wanted to pass some of the savings on to our members. In addition, we saw the advantage of closing mortgages anytime, anywhere--even for our members who are employed overseas or in a ship in the middle of the ocean. None of that would be possible without the convenience of the SMART doc," says Cooper. 

The adoption of the SMART doc and the paperless mortgage may cause some growing pains, but in the end we'll probably look at it much like holiday shopping on the Internet. We will approach it with caution initially but then with a lot of enthusiasm, because we know we'll get exactly what we want without having to face the traffic and crowds. And like all progress, it's coming--whether or not we choose to embrace it. 

RELATED ARTICLE: Milestones on the Road to SMART Docs 

January 2000: The Mortgage Bankers Association of America (MBA) creates the Mortgage Industry Standard Maintenance Organization (MISMO) to establish extensible markup language (XML) data interchange standards and to address e-commerce issues. 

March 18, 2000: MISMO announces it will manage data standards to ensure that financial organizations involved in the loan process can share information and progress toward becoming e-commerce--enabled. 

March 22, 2000: First American Financial Corporation announces its support for the standards proposed by MBA for the adoption of XML by the mortgage industry. 

March 1, 2001: The electronic document storage provisions of the federal Electronic Signatures in Global and National Commerce Act (E-SIGN) come into effect, prompting regulatory agencies to set standards for electronic document storage. 

March 27, 2001: MISMO coalition of mortgage industry groups publishes version 1.1 of MISMO XML Data Standards. 

June 15, 2001: Freddie Mac announces publication of preliminary specifications for electronic single-family mortgages. 

June 19, 2001: Freddie Mac and Fannie Mae agree to support XML standards established by MISMO. 

July 3, 2002: Fannie Mae releases lender requirements for e-mortgages. 

Jan. 9, 2003: The MISMO eMortgage Workgroup announces the release of eMortgage Guidelines and Recommendations, version 1.0, focusing on the securable, manageable, archivable, retrievable and transferable document (SMART doc). 

SOURCES: XML.COVERPAGES.ORG. FREDDIE MAC 

Breakdown of a SMART Doc 

THE FOLLOWING FIVE SECTIONS MAKE UP THE BASIC FORMAT OF the securable, manageable, archivable, retrievable and transferable document (SMART doc): 

1. Header: Contains information about the entire document. 

2. Data: Isolates all information in "actionable" data elements, such as "lender name" and "interest rate." 

3. View: The visual representation of the document. 

4. Audit Trail: Used to log information about the actions performed on the document. 

5. Signatures: Holds the electronic and/or digital signatures in the document. 

Like other documents, the SMART doc travels through the usual steps from loan application to closing, except that now it is the same document throughout. No re-entry required. No manual checking of data. No scanning, no faxing, no updating, no verifying. Best of all, the data remains accurate and complete throughout the process, as everyone is using and viewing the same document. 

Colleen M. Story is a freelance writer based in Idaho Falls, Idaho. 
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VMP Mortgage Forms has released an XHTML-driven document solution that allows lenders to benefit from paperless e-mortgage transactions. 

A core component of the new solution, VMP's I-32 Writer for e-mortgage, outputs XHTML, including tagged XML data, to a pre-specified format to make documents ready for viewing and validating within a browser environment or using standard XML tools. 

VMP's e-mortgage solution meets Fannie Mae's recently released e-mortgage specifications as well as MISMO's (Mortgage Industry Standards Maintenance Organization) SMART Doc requirements. A member of MISMO since its inception, VMP actively participates in the drive to establish data standards for the mortgage lending industry. 

"XHTML provides a secure, intelligent document solution that meets the established requirements of Internet-based electronic mortgage processing and delivery specifications. Through this technology, lenders will be able to reduce the timeframe in which Internet-based loan volume may be achieved and attain the inherent efficiencies of e-mortgages," said Norman Tononi, executive vice president of CBF Systems Inc., parent company of the VMP Mortgage Forms division. 

Roger Gudobba, vice president of strategic alliances for VMP Mortgage Forms and MISMO governance committee member, said, "The time has come for lenders to realize the vast benefits of e-mortgages and our solution allows them to do just that. Through the power of XHTML, VMP's solution allows lenders to engage in paperless transactions. This development is a result of our firm commitment to the advancement of e-mortgage technology and we will continue to work closely with the industry to develop new tools as needs evolve." 

In addition to XHTML output capabilities, VMP's e-mortgage-enabled documents are equipped to capture, utilize and bind a variety of digital signature technology in either PKI (public key infrastructure) or holographic format. 

VMP released its I-32 Forms Design 6.0 product in March of this year. It is the latest version of the company's form design tool. 

Design 6.0 has been equipped with a number of new features that simplify and speed the process of designing documents, the company said. 

I-32 Forms Design, which can be installed as a standalone tool or as a transparent addition to client applications, is a principal component of VMP's automated document solutions. I-32 Forms Design allows users to create complex forms with hundreds of data fields using unique identifiers; incorporate logos, text, signatures and data fields without altering the original forms; and insert easy-to-place check boxes, rules, columns and graphics. 

"The new version of I-32 Forms Design was developed to give lenders greater flexibility in tailoring documents to meet their specific needs," Joanne Gaskin, director of marketing for VMP and Bankers Systems' mortgage business unit, said at the time it was released. "Design 6.0 is a powerful tool that takes forms design to a new level." 

Design 6.0 offers a form-centric approach to creating documents. With the new version, one form, regardless of how many pages it contains, is loaded into one file. For example, a user now only has to open one file to work on a 10-page document instead of opening 10 files - one for each page of the form. 

Using Design 6.0, a user can edit text, rotate text in regular text boxes, accept long data identifications to allow for more than two billion global field identifiers, and lock layers to restrict access. 
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Byline: Bill Cary 

Mr. Cary, director of strategic consulting for Lender Processing Services' strategic consulting services practice, Jacksonville, Fla., has written an op-ed on how he believes existing origination technology can be used to create efficiencies for low-risk borrowers without compromising risk management efforts. His thoughts on these topics are presented as this month's Viewpoint. For more Origination Views, please visit http://www.originationnews.com/views. 

You could call it the rubber band effect. Earlier this decade, the industry began stretching beyond traditional credit guidelines to help more families get financing. Later, when defaults and foreclosures starting pouring in, the entire industry snapped back hard. 

While failures in the industry have been overwhelming, it is important to remember that the number of performing loans far exceeds those that have run aground. By focusing almost exclusively on what went wrong, institutions may take their eyes off the wealth of excellent customer data they have. 

Unfortunately, all borrowers are now painted with the same brush of extreme caution. Today, it is much harder for even high-quality borrowers to get a loan - not only because of tightened credit policies, but because of more time-consuming, manual processes. While it makes sense for the industry to pull back from some risk-laden products, it does not justify nor require reinstating complicated, time-consuming processes that adversely impact lending to low-risk borrowers. 

Rather, for this significant segment of qualified borrowers, lenders should continue to streamline. Financial institutions have a wealth of information, data, analytics and statistics about these consumers, all of which continue to show whether they pay their obligations in a timely manner. 

Delinquency rates are in the 10%-12% range right now but we can't lose sight of the 88%-90% of borrowers who are excellent credit risks. So how does the industry effectively curb risk, while not alienating the borrowers who stay current? 

It's a matter of leveraging comprehensive mortgage and credit data that are available to subdivide the bank's customer base. By segmenting borrowers into tranches and looking at the tranches individually, lenders can easily determine which borrowers are appropriate for a more streamlined approach. Many institutions have already invested in these tools, but are not fully leveraging their capabilities. These tools performed extremely well back when pipelines were filled - but the product and credit parameters originators used were based on assumptions that in many cases, turned out to be flawed. This doesn't mean the tools were. 

To pull back on the use of automation and decisioning tools because some mortgages have failed is a bit like throwing the baby out with the bathwater. Understandably, the industry has become hyper-focused on losses. But it is also important to serve the needs of existing customers and to invite the business of new low-risk consumers. Without equal attention, existing good customers may take their mortgage business elsewhere. While financial institutions can't lose their focus on working to minimize losses, they must also rebuild. 

Using advanced analytical modeling and the tremendous range of data that is available in the industry, lenders can examine existing loan portfolios and glean a great deal of detailed information about the quality and credit performance of its customers. Then, using automated decisioning coupled with workflow technology, institutions can appropriately segment the customers in their portfolio - routing low-risk customers to more streamlined processes for refinancing or new loans, and higher risk customers into a more detailed process to determine the most appropriate product or solution given their circumstances. 

If a customer does not meet the risk profile requirements for a product, it's better to say "no" quickly rather than go through an elongated process only to find out they can't qualify. 

Innovative technology can go far beyond segmenting and underwriting borrowers to help lenders collect, verify and manage documentation information throughout the origination or refinance and settlement processes. Financial institutions can also access a tremendous range of information on prospective new customers such as job histories, income and credit profiles and then stream that data directly back into the origination system. 

Fraud mitigation tools help to further decrease risk, while automated compliance systems and electronic closing solutions can streamline those processes immensely. 

By Bill Cary 
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MERS aids electronic mortgage program.
(Mortgage Electronic Registration Systems Inc.)(Cover Story)
Howard Schneider 
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The ambitious new book-entry electronic system for tracking ownership of servicing rights is set for an April 1997 rollout. The MERS system, a joint industry venture, offers the potential benefits of higher servicing prices and operating savings. 
"Mortgage servicing rights have become a commodity," notes Dick Hebl, senior vice president, loan administration at Knutson Mortgage Corporation in Minneapolis. "But they are traded in a cumbersome, involved manner." Hebl says that time delays - and the problem of adequately serving borrowers while transferring a loan package - increase the difficulty of buying or selling servicing. 

Knutson Mortgage is an active subservicer receiving many "sight unseen" loans that often come with existing problems, adds Hebl. Ownership rights often are not correct on county land records, he explains. For instance, a defunct savings and loan might be named as the servicer. Hebl's staff then must track down a government official who is authorized to sign on behalf of the long-gone financial institution. 

New approach 

An automated alternative to these problems is the promise of the new Mortgage Electronic Registration Systems, Inc. (MERS). Knutson Mortgage is one of MERS' charter members, and Hebl recalls thinking "this is a big deal" when he first saw how MERS would work. 

Knutson Mortgage is incorporating MERS into its loan origi-nation software. In 1997, the firm will start generating an 18-digit mortgage indentification number (MIN) for every origination. A MIN will stay with a loan throughout its life - even as ownership of the loan and its servicing changes hands. 

Knutson will record the mortgage or deed of trust in public land records, just as it does today. But an assignment also will be recorded in the county records, naming MERS as mortgagee-of-record. 

MERS then electronically will track ownership and servicing transfers on that loan. When rights are traded, no additional assignments would have to be recorded in the land records. And unrecorded assignments, which currently are prepared for investors or warehouse lenders, also will become unnecessary. 

MERS will register each loan according to its MIN and serve as an electronic clearinghouse for recording ownership rights and ongoing transfers. It will seek to cut costs and reduce errors by centralizing certain information now scattered through closing documents, public land records and mortgage assignments. 

"MERS addresses a problem that was costing the industry a significant amount of money," says Rick Amatucci, a Fannie Mae vice president and the agency's liaison with MERS. He recalls that the idea grew out of an Interagency Task Force, which brought the secondary marketing agencies and the Mortgage Bankers Association of America (MBA) together "to identify ways to bring efficiencies to the industry,"Amatucci says. 

A feasibility study and business plan were then developed before incorporating MERS in 1995, says MBA Executive Vice President Warren Lasko. He cites "a very high level of enthusiasm" within the industry for an initiative that is designed to: 

* Lower costs for servicers, which offers benefits to themselves as well as their borrowers. 

* Provide immediate access to information on mortgage ownership rights to both consumers and the industry. 

* Lessen the potential for fraud by giving lenders the ability to track individual mortgages throughout their life span. 

What MERS Costs

Fees for lenders include a setup charge, annual membership fee and

transaction costs. Different fees are levied on nonlenders - such

as title companies and custodians.

Firm Size (in billion)

Origination or     Size of Servicing     Membership     Annual

Volume             Portfolio             Setup Fee      Fee

$10+               $50+                  $3,000        $7,500

$2.5+ to $10       $25+ to $50           $3,000        $5,500

$1.0+ to $2.5      $10+ to $25           $2,000        $3,500

$0.5+ to $1.0      $5+ to $10            $2,000        $2,000

$0.25 to $0.5      $2 to $5              $1,150        $1,000

under $0.25        under $2              $1,150        $500

MERS President and Chief Executive Officer Paul Mullings cites a "very, very positive response" to the system. "Some say it was overdue for the industry," he adds. Mullings sees MERS as part of a movement toward the use of electronic rather than paper-based processes in mortgage lending. 

The genesis of MERS reveals the industrywide cooperation behind the initiative. Fannie Mae and Freddie Mac each invested $1 million in MERS as startup capital. Lenders, industry vendors and real estate professional associations combined to bring in another $2 million.

MERS is a nonstock corporation owned by its members - similar to the way MasterCard is owned by financial institutions offering the cards. However, MERS has two classes of members. Charter members have a financial interest in the project, in addition to the voting rights that all members enjoy. 

A bright idea 

In January 1997 MERS plans to hire four additional staff members - to bring the total in its McLean, Virginia, offices to just 10. Yet the senior management team of Mullings, General Counsel Roland Arnold III, and Senior Vice President of Operations and Information Management Dan McLaughlin come into the venture with reputations of previously helping to develop financial services innovations. 

Mullings formerly was CEO of the residential mortgage division at Los Angeles-based First Interstate BanCorp. Arnold was part of a team at AT&T Universal Card Services which won the 1993 Malcolm Baldridge award. McLaughlin previously helped make the industry more aware of technology as an MBA staff member. MERS is likened to an "industry utility" - a cooperative effort to cut expenses for many lenders and servicers. Servicers, investors, warehouse lenders and consumers all should easily recognize what firm is servicing a given mortgage once it's within MERS. Because it is the mortgagee-of-record, MERS also will receive all legal notices and forward mail to servicers. 

Multiple avenues for accessing MERS will be available, ranging from toll-free numbers to dedicated phone lines. MERS officials say they want to allow lenders to use the technology they already have, as much as possible, to avoid forcing companies to make further investments in order to use MERS. 

People involved with the development of MERS note that the system's largest potential problem is simply that lenders won't use it enough to build a sizable database of loans. However, four industry vendors have developed strategic marketing alliances with MERS in an attempt to gain early acceptance by servicers and lenders. 

Servicing broker Hamilton, Carter, Smith & Co., in Los Angeles, due diligence firm Hanover Capital Partners Ltd., of Chicago, Milwaukee-based mortgage insurer MGIC Investor Services Corp., and Stewart Title in Houston will be encouraging lenders to use the new system. "We want to help increase mortgage lending profitability and efficiency," says Curt Culver, president and chief operating officer at Mortgage Guaranty Insurance Corporation (MGIC). 

David Greco, vice president of marketing at MGIC, says larger lenders will be taken through a customized analysis showing the financial benefits they can expect from using MERS, rather than using traditional assignments. Adopting the system "doesn't appear to be a very difficult question" for most servicers, he adds. 

Projected savings 

An average life-of-loan savings of almost $70 is forecast by MERS, by figuring savings of $10 each on unrecorded assignments to an investor and warehouse lender, and $40 on recorded assignments when servicing is sold. Additionally, MERS expects to save lenders $7.50 per loan on lien releases. 

"Savings depend on how much a lender transfers servicing," says Stephen Morrison, senior vice president, secretary and general counsel at Norwest Mortgage, Inc., in Des Moines, Iowa. Morrison currently is chairman of the MERS board of directors. 

Adding efficiency to servicing trades should increase the intrinsic value of servicing, according to people close to the project. MERS estimates its use will cause loans to trade $25 to $50 higher, and that servicing liquidity also will be increased. 

Herman Churchwell, chairman and CEO of Hamilton, Carter, Smith & Co., predicts a two-tier market will emerge in servicing sales. Packages of loans registered with MERS will trade for more, Churchwell adds. 

Although most industry observers expect MERS to bring in savings, "estimates range widely" as to the exact amount, says Mark Fleming, vice president of strategic partnership development at Freddie Mac and the agency's representative to MERS. He adds that industrywide savings are projected at between $77 million to $200 million annually. 

Getting Involved 

EDS - based in Plano, Texas - is spending millions of dollars to build and maintain the MERS infrastructure, which is modeled after the book-entry system used by Wall Street firms to record ownership interests in securities. In return, EDS will earn fees from the registry's use. 

"Lenders are pleasantly surprised at the ease of adjusting their systems to use MERS," Mullings notes. "We supply turnkey software to help." 

Although Mullings won't disclose revenue projections for MERS, he predicts the system will register 10 to 15 percent of all new originations and servicing transfers within a year of its April 1997 rollout. At the end of year two, Mullings foresees 25 percent of assignments moving through MERS. 

And in five years he projects that 70 to 75 percent of all new originations and servicing transfers will be performed with the help of MERS. "The faster the database grows, the faster the benefits grow to the mortgage banking industry," Mullings says. 

Rollout of MERS is scheduled to begin according to the following schedule: Allied Mortgage Group, Inc., and Norwest Mortgage, Inc., will start registering MIN numbers with MERS in late March. Then 1st Nationwide Mortgage will go on the system in April. GE Capital Mortgage Services, Inc.; Knutson Mortgage Corp.; Merrill Lynch Credit Corp.; and ReliaStar Mortgage Corp. will follow in May. 

July will see HomeSide Lending, Inc., and Weyerhaeuser Mortgage Corp. using the system, according to plans. General members will be welcomed once these charter members are on MERS. (See sidebar for more on charter members.) 

Technology partner 

EDS - which also provides electronic commerce facilities for other industries - will assist MERS members as they go online. Service bureaus and software vendors also are being given technical information to align their systems with MERS. 

"Building an interface is not difficult," says Lesley Grimes, vice president and mortgage servicing product manager at ALLTEL Information Services, Inc. in Jacksonville, Florida. A lack of lender awareness will slow the use of MERS more than technical matters will, she adds. "Education is the most important issue" for MERS, Grimes says. 

Most servicers are taking a wait-and-see attitude toward MERS, adds Dick Bryant, president of Fiserv Mortgage Products in South Bend, Indiana. But he adds that acceptance of the system is a question of "not if, but when." 

Grimes agrees that "most servicing managers think MERS is a good idea. But they will let other people do it first." 

However, Bryant expects Fannie Mae and Freddie Mac will "lean heavily" on lenders to encourage use of MERS. 

Grimes notes that one way that could be done is by pricing differently for loans, depending on whether or not they are registered with MERS. She adds that large correspondent lenders also might put higher value on purchased mortgages that have MIN numbers. 

Unresolved issues 

Industry acceptance of MERS probably will follow a "hockey stick" pattern, says Leilani Allen, Ph.D. Allen is director of mortgage banking at Tenex Consulting in Burlington, Massachusetts, the principal consultant involved in establishing MERS. 

She explains that technology innovations often experience a period of relatively light adoption, which is then punctuated by a sharp upward rise in use. "Once reports that efficiencies are being found come out," she says, "lenders will say, 'We must do this - or else!'" 

But she notes that initally MERS will have some "kinks to work out," along with a challenge to explain itself to the industry. Companies deciding to move ahead with MERS also will find themselves with business decisions to make, adds Allen. "What do you do with the people in your firm who are doing assignments now?" she asks. Cutting back or reassigning staff are alternatives lenders will consider as they move into MERS. 

ALLTEL's Grimes adds that servicers will need to alter their processes once they are part of MERS. For instance, MERS must be notified whenever a loan in its database goes into foreclosure. 

Although several of the nation's major mortgage servicers are MERS charter members, some national lenders are unenthusiastic about becoming involved with the project at this time. Some are reluctant because they haven't seen the product working or analyzed its costs. Others don't see MERS saving them anything in the context of how they work. 

Yet those already involved with the project are optimistic. Having large servicers as charter members goes a long way toward building the necessary critical mass to make MERS a success, note Amatucci and other observers. 

Norwest's Morrison says, "It will take a year or so, and then growth will take off, as lenders see that MERS works." Cost savings and premium servicing values will bring the mortgage industry to MERS, he adds. 

Morrison adds that "almost all lenders are thinking of this as a fait accompli." Software vendors tell Morrison that being able to integrate MERS in their systems "is a 'have to have,' not a feature that's 'nice to have.' It's almost like a compliance issue," he says. 

Norwest Mortgage will first use MERS with retail loans, by making the MIN its loan number. When correspondent or wholesale loans come to Norwest from non-MERS members, the MIN will be added at that point. All MERS members agree to make MERS the mortgagee-of-record or beneficiary of the deed of trust for every new loan they originate or service. 

Strong commitments 

Allen notes that becoming a MERS member generally has been a CEO-level decision for the charter companies involved. One reason is that a financial commitment was required. 

Yet, she adds that another important factor for some charter members was having the opportunity to help fashion MERS from its inception. "Having a seat on the board is more important than return on investment," says Allen. 

In addition to the $1 million cash infusions from Fannie Mae and Freddie Mac, large charter members put in $250,000 each, midsized members added $100,000 apiece and small members came up with $10,000 to $50,000 - to invest a total of $4 million in the project. 

MERS allocates these capital investments as 75 percent debt and 25 percent equity. Loans are projected by MERS to return an annual compounded rate of 20 percent, while equity will earn an estimated 12 percent a year. 

Capital plus interest will be repaid by the end of the year 2000, according to MERS. Charter members also have the option of choosing discounted transaction fees for the first three years of MERS' operation, in lieu of a cash investment return. 

Original investors came in "on faith," notes Allen, because the details of how MERS would work weren't ironed out until mid-1996 at working group meetings involving different industry players. Lenders and servicers of various sizes, along with the secondary market agencies, "got in a room together, walked through the process, and came to an agreement," says MERS' McLaughlin. 

Allen adds: "I was particularly impressed that people from very different organizations could coalesce around what MERS should do, and how it should operate. That's hard to do within a company, much less between fierce competitors." 

Single niche 

But as with any new venture, there are vested interests to encounter and resistance to change. McLaughlin explains: "We're not competing with anyone, or displacing anyone. We've kept focused on a niche - electronically registering and tracking mortgage rights." 

Yet, he adds that document custodians and tax service companies have wondered if MERS would change their industry roles. However, "MERS won't change" traditional industry relationships between lenders, service providers and secondary market agencies, says Norwest's Morrison. 

In fact, McLaughlin believes MERS will make the working relationship between servicers, investors and warehouse lenders "much more congenial than it is today." He notes that all parties will more easily be able to track loans to ensure that contractual obligations are being met. 

Morrison predicts that warehouse lenders will require the use of MERS to help avoid the possibility of funding two loans on the same property. He notes: "Today it's very much up in the air who gets stuck if the wrong party is paid." He adds that under MERS, warehouse lenders are released from liability if they pay according to instructions. 

Future enhancements 

Freddie Mac's Fleming says the existence of MERS will help build "a movement towards electronic commerce" in the mortgage industry. "It's possible that MERS could move into new functions," he notes. 

Fannie Mae's Amatucci agrees that "MERS will be a good model. Maybe there are other areas where we as an industry can work together." 

Tenex's Allen says, "It's inevitable that MERS will do more in the future. MERS also will encourage other cooperative efforts in the industry." Sharing information to help servicers with loss mitigation is a possible example, she adds. 

"MERS can branch out," adds board chairman Morrison. "But we want to concentrate on doing this right first. There are lots of ideas - but we want to get a few years down the road before starting any new projects." 

Industry concerns 

Allen cites MERS as an example of "industry maturity. We're looking for efficiencies at the industry level, not the department level." 

Yet several industry participants are concerned about how MERS will affect their future. "A number of different people felt threatened at the working groups," recalls James R. Maher, executive vice president of the American Land Title Association (ALTA). "There were questions about if it could come off and the cost to implement MERS. Some questioned the cost/benefit analysis," he adds. 

Maher notes that some title insurers initially saw MERS as "moving away from local land records, and putting it into the hands of a third party that we had no unique access to and that was not designed to help us do our job." He adds that involvement with MERS since its inception has helped to soothe those concerns, although they are not totally gone from the title industry. 

How much title insurers will have to pay to access MERS for information on many loans "is still up in the air," says Maher. He adds that "high-volume title companies may have to belong to MERS, at an undetermined cost." Although the openness of MERS is a comfort to the industry, Maher says large title firms will need access beyond having an 800 number to call. 

ALTA General Counsel Edmond R. Browne notes that MERS "is not a substitute for title insurance or the public land records. In fact, the foundation of MERS is in the public records." 

Having centralized, accurate information about who is servicing specific loans could save title firms money, note the ALTA executives. But they add that until half of all outstanding loans are on MERS, the cost of examining the database probably will outweigh any benefits. 

Maher explains there is "a possible perceived diminution in the value of our product" to be weighed against "the efficiency of having close to absolute assurance that the right party is being paid" at closing. 

Title insurers hope that in the future MERS can electronically transmit payoff amounts and other release information, Maher says. Until then, they are hoping that MERS will enforce lien-release requirements. 

Recorders are worried 

Less optimism is found in county recorder offices. MERS "will take fees out of recorder's offices," says Rebecca Jackson, Jefferson County clerk in Louisville, Kentucky. She also is the land records interest group leader for the National Association of County Recorders and Clerks. 

Recording assignments "is one of the more profitable things we do," she adds. Although new deeds will continue to be recorded in county offices, Jackson notes, "reassignments are much easier to process." 

She adds that recording fees vary across the country. In fact, Jackson claims that in some places MERS fees will actually be higher, which is "a downside for consumers." 

Making sure homeowners are protected from fraud and guaranteeing that consumers and county recorders will have access to MERS data are her main concerns. Jackson notes that "it will be easier for the public to get information, if MERS keeps its promises." And she says, "MERS has been very responsive" to input from county recorders. 

"But we haven't seen it yet," Jackson adds. Although "the majority of recorders have had information across their desks about MERS," she notes "a good deal of education" will be needed before all the nation's recorders are aware of the new system. 

Jackson says that many county recorders will contact MERS as a customer service on behalf of people seeking information about assignments. "We will be the ones educating the public at the initial point of contact," she says. "It will add time to our day." To make this easier, Jackson hopes to be able to have an online hookup with MERS - which MERS officials say Kenosha County in Wisconsin already has done. 

Ongoing implications 

Tenex's Allen says that an additional issue is that the industry groups involved might disagree about how to run MERS in the future. However, she says items agreed on to date already "define 80 percent of the answer" to most issues that could arise. 

Board Chairman Morrison adds that the MERS "governing structure has worked so far. We'll see how it will work with more general members." 

Functionality is another concern any new technology raises. If savings come to lenders as projected, EDS could be poised to gain further business as electronic commerce grows in the industry. EDS currently is working on another project designed to offer electronic document preparation and storage. 

Balanced against these challenges is the vision of cost savings, better information, and more valuable servicing assets. Providing better data about the mortgage industry's primary asset - servicing - is an important step in the industry's evolution. 

Charter Members 

1st Nationwide Mortgage, MD 

* Allied Group Mortgage, Inc., IA 

* American Home Funding, VA American Land Title Association, DC 

* Crestar Mortgage Corp., VA 

* Fannie Mae, DC 

* Freddie Mac, VA 

* GE Capital Mortgage Services, Inc., NC 

* GMAC Residential Funding Corp., MN 

* HomeSide Lending, Inc., FL 

* Knutson Mortgage Corp., MN Lau Capital Funding, CA 

* Merrill Lynch Credit Corp., FL 

* Mortgage Bankers Association of America, DC Mortgage Guaranty Insurance Corp., WI 

* Norwest Mortgage, Inc., IA ReliaStar Mortgage Corp., IA 

* Source One Mortgage Services Corp., MI 

* Texas Commerce Bank, NA, TX/Chase Manhattan Mortgage 

* Weyerhaeuser Mortgage Company, CA 

* Also currently a member of the MERS Board of Directors 

Advisory Council Members 

MERS' Advisory Council is made up of representatives from the real estate industry who are not engaged in originating, funding or servicing loans. Included in this group are: 

American Bankers Association 

America's Community Bankers 

American Bar Association 

American Land Title Association 

Bear Stearns & Company, Inc. 

California Trustee's Association 

Federal Housing Administration 

Ginnie Mae 

International Association of Clerks, Recorders, Election Officials and Treasurers 

Mortgage Insurance Companies of America 

National Association of County Recorders and Clerks 

National Association of Mortgage Brokers 

National Association of Realtors 

Participant's Trust Company 

Veterans Administration 

Howard Schneider is a freelance writer based in Ojai, California.

Bus. Coll.: 100Q2635
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Freddie Mac Names Paul Mullings Senior Vice President of Single Family Mortgage Sourcing.
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MCLEAN, Va., June 15 /PRNewswire-FirstCall/ -- Freddie Mac today announced that it named Paul Mullings, a noted mortgage industry veteran, senior vice president of Single Family Mortgage Sourcing, responsible for managing and developing business relationships with Freddie Mac's more than 2,000 lender customers. Mullings reports to President and Chief Operating Officer Eugene M. McQuade. 
Mullings joins Freddie Mac from JP Morgan Chase where he was senior vice president, manager Mortgage Finance, and Fair Lending executive at Chase Home Finance, the nation's fourth largest residential mortgage lender. Mullings had direct responsibility for a number of broad mortgage finance initiatives, including the strengthening of Chase Home Finance's emerging markets business model and its private-label mortgage-backed securities program. 

"Paul's expertise in mortgage product development, technology application and emerging markets underscore Freddie Mac's commitment to being a leader in all of those sectors," explained McQuade. 

Prior to joining Chase Home Finance in 1997, Mullings was president and CEO of Mortgage Electronic Registration Systems, Inc. (MERS). He led MERS during the organization's launch and successful capitalization, and was instrumental in the development of the first set of industry standards that are leading the mortgage market to a paperless process. 

Before helping to launch MERS, Mullings was president and CEO of the residential mortgage division of First Interstate Bank, Los Angeles. Prior to First Interstate, he held a series of increasingly responsible senior management positions at Glendale Federal Bank, Glendale, CA. 

Mullings is a Graduate of The Institute of Accounting Staff, London, England. 

Freddie Mac is a stockholder-owned corporation established by Congress in 1970 to support homeownership and rental housing. Freddie Mac purchases single-family and multifamily residential mortgages and mortgage-related securities, which it finances primarily by issuing mortgage passthrough securities and debt instruments in the capital markets. Over the years, Freddie Mac has made home possible for one in six homebuyers and more than two million renters in America. 

CONTACT: Douglas Robinson of Freddie Mac, +1-703-903-2423 

Web site: http://www.freddiemac.com/
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eMortgage security: winning!
The eMortgage Evangelist
Harry Gardner 
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Security, risk and fraud are often thought to be a concern with eMortgage/eSignature adoption, especially by those who are unfamiliar with the technologies and processes involved. Despite extensive efforts by groups such as the Mortgage Bankers Association (MBA), MISMO [R], Reston, Virginia-based Mortgage Electronic Registration Systems Inc. (MERS) and the Washington, D.C.-based Electronic Signature and Records Association (ESRA) to educate senior executives in industry and government those concerns have caused some organizations to lag behind for years, effectively holding back the broad-based adoption that could bring benefits to the entire mortgage industry. 
While eMortgages can't solve every issue, the truth is they can be far more secure and reliable than paper, and can inherently protect against certain types of mortgage fraud. 

In this column I'll explore several recurring areas of concern that I've heard raised over the years, to provide the detail and context that will hopefully spur executive management to become champions of eMortgage adoption within their organizations. Only then will these companies begin to benefit from the cost savings and efficiencies that electronic processing provides. 

One important concept related to this discussion is the notion of the level playing field. People frequently form a mindset that eMortgages should meet a new, higher standard of performance compared with the security levels that are widely accepted with today's paper-based processes, just because they're a newer technology. While they sometimes do just that, they should not be rejected if in a specific instance, they "only" provide exactly the same security that is considered acceptable with paper. 

By far the most frequently voiced concerns I've heard are about eSignatures. Are they legally valid? How can I prove that the borrower really was the person who signed the document? How can I perform handwriting analysis on an eSignature? 

The legal validity issue is clear: The Uniform Electronic Transactions Act (UETA) and Electronic Signatures in Global and National Commerce Act (E-SIGN), enacted in 1999 and 2000, respectively, state that a contract or signature "may not be denied legal effect, validity or enforceability solely because it is in electronic form." 

UETA and E-SIGN are also technology-neutral--instead of specifying that a signature pad must be used, they focus on the process required to ensure a viable electronic signature. For example, signers must "opt in" to the process--they must clearly assent to a disclosure that says they understand they will be using eSignatures to legally sign a document. They must also demonstrate their ability to use the eSignature technology. 

A group called the Standards and Procedures for Electronic Records and Signatures ([SPeRS SUP SM]) focused on these process-related issues several years ago, and developed the SPeRS Manual, a book of valuable guidance and checklists for any organization looking to implement eSignature processes. (This manual is still available online at www.spers.org.) 

An organization doesn't have to accept the entire spectrum of E-SIGN. For example, although E-SIGN says that an electronic signature can be "an electronic sound, symbol or process"--a very broad definition of technologies--Fannie Mae chose to exclude a "sound" from its acceptable technologies of eSignatures in its eMortgage delivery guidelines. 

The second question of signer identity is certainly important. How do you know who signed the eNote? The same way you do in the paper world--a notary is present at closing, to check the identity of the signer and witness the signing event to ensure the signer is the one who signs and is not doing so under duress. 

Plus, some eClosing systems include the ability to ask the borrower "challenge" questions that only the borrower should be able to answer, to verify his or her identity more fully than just looking at a driver's license. 

There is the related issue of non-repudiation--protecting against the signer later claiming, "Sure, that looks like my signature, but I didn't sign that document. Someone else must have done it." eSigning systems exceed paper here as well: A typical eClosing process maintains a detailed audit trail of every single event that occurs, including the fact that the borrower was provided with confidential login credentials. How can you claim someone else signed for you if the system provided you with a secret user identification and password? 

Finally, the handwriting analysis question--forensic evidence to prove who signed the loan or that it wasn't forged. Remember, E-SIGN is technology-neutral, and there are several legally valid eSignature technologies in wide use today. 

The simplest technology is called click-sign. With click-sign, the signer simply reads the legal agreement and then clicks a button that says "I Agree." The eSigning system then applies the signer's name, along with a date/time stamp, onto the document's signature line in a font of choice. 

This technology is the easiest to deploy because it doesn't require any specialized hardware like a signing pad; everything happens in the application, which is typically Web browser-based. 

Clearly handwriting analysis is impossible with click-sign. Does that mean it should be avoided for eMortgages? Actually, it's in wide use in production systems today, and is accepted by both Fannie Mae and Freddie Mac for eNote delivery. 

Remember, if a question arises about who eSigned the document, you still have the audit trail of the signer logging in, viewing the E-SIGN disclaimer and agreeing to sign electronically before clicking to sign. 

During one educational briefing I participated in with Department of Housing and Urban Development (HUD) and Federal Housing Administration (FHA) legal counsel and executives, the handwriting-analysis question was raised and discussed at length. After some investigation, FHA later determined that handwriting analysis had been necessary in only four instances out of all the cases of possible mortgage fraud it had invest!-gated over the years. Clearly it should not be considered a show-stopper issue for accepting eSigned documents. 

Nearly everyone is now familiar with electronic signing pads, due to their broad use in retail stores these days. Most of those devices capture a simple signature image, although there are more advanced versions that also capture bio-metric data like pen pressure and velocity as the signature is written. 

Some eSigning technology providers use signing pads, reasoning that borrowers might feel an additional sense of security at seeing their actual signature image appear on the document. The decision between click-sign and signing pad is really a trade-off between ease of deployment versus the vendor's desire to provide that additional (perceived) "comfort"--both are equally valid in the eyes of the law. 

In actual industry use, I have never heard of a case where a borrower expressed any concern about using click-sign. 

Finally, some systems try to split the middle, by allowing the signer to "write" his or her name with a computer mouse or with a touch-sensitive screen device like an Apple iPad [R]. 

The most complex form of electronic signature is called a digital signature, which uses asymmetric encryption technology and requires the signer to purchase his or her own personal signature key. Because of the complexities involved, it is not in widespread use in eMortgages. 

Document integrity and security is probably the next most-discussed area of eMortgage security, after eSignatures. eMortgages beat paper hands-down here, for several reasons. 

First, the disclosure and closing documents remain under the lender's control, securely stored in its eVault and presented to the borrower for electronic signatures within a secure, controlled signing room. Second, the eMortgage system will apply a tamper-evident seal to each document after it's signed. 

The tamper-evident seal (explained in detail by Rachael Sokolowski in her article, "Signed, Sealed, Delivered," in the March 2011 issue of Mortgage Banking) creates a digital "thumbprint" of the document that can be revalidated at any point in the future. If the validation fails, you know without a doubt that the eDocument has been changed somehow, and you can pull a new, valid copy out of the secure eVault and discard the tampered version. By comparison, paper is far more vulnerable to tampering after signatures have been applied. 

What about outright fraud? Here again, the reality is that eMortgages can provide additional protections against fraud where paper mortgages fall short. 

First, I've already mentioned how some eMortgage systems can provide borrower identify verification that goes beyond the driver's license check. 

Another example is the deliberate collusion of borrower and closing agent to create multiple notes with multiple lenders on a single property, grab the money and disappear. Because the registration of the paper deed of trust takes days or weeks, whichever mortgage arrives at the county land records office first takes legal priority, and the other lenders are left fighting for any kind of recompense. 

By contrast, at the moment an eNote is signed during the eClosing process, it is automatically registered on the MERS [R] eRegistry to certify the originator's ownership (in E-SIGN terms, "control") of the eNote. If the fraudsters tried to do an eClosing an hour later with another lender, the attempted registration of that new eNote would fail, and they'd be caught red-handed. Likewise, eRecording can provide the same notification when the deed of trust is electronically submitted for recordation. 

The fight against other forms of mortgage fraud will also be improved when we achieve broad industry adoption of electronic documents, with MISMO-standard data sections carrying the original loan data right there in the eDocument. This has the potential to increase data transparency and make loan pool and servicing data reporting far easier than it is today. 

Finally, eMortgages can reduce risk in warehouse lending. I wrote in my column in the September 2010 issue of Mortgage Banking about how the eWarehouse lending process greatly reduces the periods of wet-funding risk between the originator and the warehouse lender, and accelerates the transaction velocity by a factor of seven to 10 times compared with paper delivery. 

The technology for these improvements over the paper-based lending world is available right now. Lenders are implementing and gaining the advantages of electronic processing--speed, cost savings, efficiency and greater security. 

The tipping point--when paper-based lenders will have a significant business disadvantage when trying to compete against e-enabled lenders--is upon us. Executive-level vision and championing is needed to bring more lenders into the 21st century with today's technology. 

Harry Gardner is president at SigniaDocs, a Dallas-based eMortgage and document solutions provider, and is chair of the MISMO Residential Governance Committee. He can be reached at hgardner@signiadocs.com.
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Data Verify adds MERS solution to detect undisclosed mortgages.
Tech NewzMortgage Electronic Registration Systems Inc.



Full Text: COPYRIGHT 2008 Mortgage Bankers Association of America
Data Verify Inc., Chesterfield, Missouri, announced it has created the first electronic integration with Reston, Virginia-based Mortgage Electronic Registration Systems Inc. (MERS (R)) within its Data Risk Intelligent Verification Engine (DRIVE (TM)) anti-fraud platform to assist mortgage lenders in reducing loan losses by detecting and identifying the deceptive practice of undisclosed mortgage transactions within a specified window of time. 
Combined with DRIVE's unique undisclosed debt alerts, DRlVE's automatic MERS trigger creates an additional "touchless" verification process to assist in significantly reducing the risk associated with undisclosed debt, according to Steve Halper, president of DataVerify. 

"The MERS System has become an essential due-diligence step in the mortgage industry's war on fraud," said Halper. "As MERS continues its mission to reduce paper in the home-buying process, DataVerify is proud to be the first automated fraud-prevention vendor to link our data-verification and fraud analytic capabilities to the MERS System database." 

The DRIVE platform instantly completes a search of the MERS System, thereby receiving a detailed response that lists all MERS' registered real estate loans closed by the borrower, explained Dan McLaughlin, executive vice president of MERS. 

"As multiple-application mortgage fraud continues to grow, MERS System loan registration information has emerged as one of its most formidable combatants," said McLaughlin. "DataVerify's new MERS portal streamlines the loan registration search process, enhancing lenders' ability to detect and prevent this type of fraud that is impacting lenders, investors, insurers and borrowers, in terms of both increased losses and hardship."
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Industry Titan Interthinx(R) Integrates MERS Data to Enhance Automated Fraud Detection; Addition of MERS Transaction Data Helps Protect Lenders From Shotgunning.



Full Text: COPYRIGHT 2008 News provided by Comtex.
AGOURA HILLS, CA, Jun 24, 2008 (MARKET WIRE via COMTEX) -- Interthinx(R), Inc., the leading provider of proven risk mitigation, mortgage fraud prevention, and regulatory compliance tools for the mortgage industry, has integrated MERS (Mortgage Electronic Registration Systems, Inc) data into its proven FraudGUARD(R) scoring system to detect undisclosed properties, reveal investors claiming owner occupancy, and uncover recently closed loans that could indicate a borrower's intent to commit mortgage fraud. 
"'Shotgunning' is a simultaneous closing scheme that occurs when a borrower takes out multiple loans on the same property," stated Connie Wilson, executive vice president of Interthinx. "It can easily go undetected when lenders cannot quickly search for loans associated with the borrower or subject property. This new feature allows FraudGUARD users to automatically access the MERS database of registered real-estate transactions to conduct such searches during the FraudGUARD scoring process for automated detection of potential fraud before funding a loan." 

"Our integration of MERS data enables our customers to detect undisclosed loans associated with the borrower that could also skew debt-to-income ratios and cause lenders to misprice loans," added Mike Zwerner, senior vice president of business development and marketing at Interthinx. "This integration, available through FraudGUARD at no cost to our customers, contributes to their operational efficiency, process consistency, and bottom line." 

"MERS is committed to working with Interthinx to fight the onslaught of multiple application mortgage fraud," stated Dan McLaughlin, executive vice president of MERS. "Having the MERS loan-registration information available through FraudGUARD from Interthinx, presents a powerful solution for lenders looking for new weaponry in this environment of epidemic mortgage fraud." 

About MERS 

MERS is an electronic loan registry created by the real estate finance industry to eliminate assignments when trading mortgage loans. Borrowers name MERS as mortgagee and nominee for the lender on deeds of trust and mortgages that are recorded in the county land records. Lenders then register the loans on the MERS(R) System and electronically track changes in servicing and beneficial ownership rights over the life of the loan. Loans registered with MERS are inoculated against future assignments because MERS remains the mortgagee of record no matter how often servicing is traded between MERS members. Fannie Mae, Freddie Mac, VA, FHA, Ginnie Mae, the Federal Home Loan Bank MPF(R), California and New York housing authorities, and all major Wall Street rating agencies have approved MERS. 

To learn more about MERS, call (800) 646-MERS (6377) or visit www.mersinc.org. 

About Interthinx 

Interthinx, Inc., an ISO business, is the nation's leading provider of proven risk mitigation and regulatory compliance tools for the financial services industry. Used at every point in the mortgage lifecycle to prevent mortgage fraud, compliance violations and to assess risk, Interthinx is relied upon by more than 1,100 customers, including 15 of the top 20 mortgage lenders and three of the top five largest financial institutions. With technology that earned Mortgage Technology Magazine's prestigious 10X Award as "a diagnostic and corrective solution of the highest order," Interthinx expertise in predictive analytics, data mining, and risk scoring sets the standard for the industry and directly increases the value of client portfolios. For more information, visit www.interthinx.com or call (800) 333-4510. 

About ISO 

A leading source of information about risk, ISO provides data, analytics, and decision-support services to professionals in many fields, including insurance, finance, real estate, health services, government, human resources, and risk management. Using advanced technologies to collect, analyze, develop, and deliver information, ISO helps customers evaluate and manage risk. The company draws on vast expertise in actuarial science, insurance coverages, fire protection, fraud prevention, catastrophe and weather risk, predictive modeling, data management, economic forecasting, social and technological trends, and many other fields. To meet the needs of diverse clients, ISO employs an experienced staff of business and technical specialists, analysts, and certified professionals. In the United States and around the world, ISO helps customers protect people, property, and financial assets. For more information, visit www.iso.com. 

Media Contact:

Ron Demeter

(213) 486-6560 x315

SOURCE: Interthinx 

Copyright 2008 Market Wire, All rights reserved.
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DataVerify Adds MERS(R), Mortgage Fraud Detection Solution.



Full Text: COPYRIGHT 2008 Business Wire
CHESTERFIELD, Mo. -- DataVerify, a leader in automated data verification and mortgage fraud detection, has created the first electronic integration with MERS[R] (Mortgage Electronic Registration Systems, Inc.), within its DRIVE (Data Risk Intelligent Verification Engine) anti-fraud protection platform to assist mortgage lenders in reducing loan losses by detecting and identifying the deceptive practice of undisclosed mortgage fraud transactions within a specified window of time. 
Combined with DRIVE's unique undisclosed debt alerts, DRIVE's automatic MERS trigger creates an additional "touchless" verification process to assist in significantly reducing the risk associated with undisclosed debt and providing fraud protection. The DRIVE platform instantly completes a search of the MERS System, thereby receiving a detailed response that lists all MERS' registered real estate loans closed by the borrower. 

"The MERS System has become an essential due diligence step in the mortgage industry's war on fraud," said Steve Halper, president of DataVerify. "As MERS continues its mission to reduce paper in the home-buying process, DataVerify is proud to be the first automated mortgage fraud prevention vendor to link our data verification and fraud protection analytic capabilities to the MERS System database." 

"As multiple application mortgage fraud continues to grow, MERS System loan registration information has emerged as one of its most formidable combatants," said Dan McLaughlin, executive vice president for MERS. "DataVerify's new MERS portal streamlines the loan registration search process, enhancing lenders ability to detect and prevent this type of mortgage fraud that is impacting lenders, investors, insurers and borrowers, in terms, of both increased losses and hardship." 

About DataVerify 

DataVerify is a leading provider of fraud prevention and decision management solutions for the mortgage industry. First to market with such impactful fraud prevention tools as: real-time payroll registry verification, automated salary verification, and undisclosed real estate and businesses, DataVerify continues to lead in the development of unique new solutions to the ever changing landscape of fraud and credit risks in today's mortgage environment. 

For more information about DataVerify, call 866-895-3282 or visit www.dataverify.com. 

About MERS 

MERS is an electronic loan registry created by the real estate finance industry to eliminate assignments when trading mortgage loans. Borrowers name MERS as mortgagee and nominee for the lender on deeds of trust and mortgages that are recorded in the county land records. Lenders then register the loans on the MERS[R] System and electronically track changes in servicing and beneficial ownership rights over the life of the loan. 

Loans registered with MERS are inoculated against future assignments because MERS remains the mortgagee of record no matter how often servicing is traded between MERS members. Fannie Mae, Freddie Mac, VA, FHA, Ginnie Mae, the Federal Home Loan Bank MPF[R], California and New York housing authorities, and all major Wall Street rating agencies have approved MERS. 

To learn more about MERS, call (800) 646-MERS (6377) or visit www.mersinc.org.
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MERS Starts E-Delivery.
(Mortgage Electronic Registration System)
Anthony Garritano 


Full Text: COPYRIGHT 2005 SourceMedia, Inc.
VIENNA, VA -- At the behest of its members, the Mortgage Electronic Registration System here will be offering electronic delivery on its existing electronic registering platform. 
"We've been asked by several of our large members to provide a simple vehicle to transport electronic files from one MERS eRegistry member to another," said Dan McLaughlin, executive vice president and product division manager for MERS. 

"The first premise is that this would be companies that are using MERS to register e-notes. The scope is very simple in that we already use MISMO standards for the request response to communicate with the registry, and we already use MISMO standards for the envelope specification. 

"So, this would be taking that same vehicle and saying, 'If you're a MERS eRegistry member and you want to send an e-note to Fannie Mae you can use this delivery vehicle to send that e-note.' Likewise, if you're a correspondent of Countrywide and you need to send an e-note to them you can use the MERS e-delivery mechanism to do that as well." 

However, there are existing companies like document deliver vendor eLynx that do electronic delivery for a living. 

"MERS is really just collecting the docs and getting them all in one place," responded eLynx president and CEO Phil Huff. "We perform several different doc-related services so we don't see MERS as competition. 

"In fact, they're just dusting off this technology again after introducing it 10 years ago," he said. "It's just that the industry is ready for it now." 

"The important thing to note is that this does not include document creation, document management, workflow management or anything like that," said Mr. McLaughlin. "We do not compete with doc prep vendors or doc delivery vendors because we're not doing anything to the document except transporting it from one customer to another. 

"The way it works is that the customer encodes the document - and it could be anything from a SMART Doc to a simple note," he said. "We don't inspect the document or look at it at all. We'll just take that encrypted document, place it in an electronic envelope and send it to another MERS member." The system is voluntary and costs 10 cents per envelope no matter how many documents. 

"The benefit is standardization because instead of a correspondent delivering loans to Countrywide and Countrywide delivering the loan into the secondary market, it's all nonproprietary with us," Mr. McLaughlin said. "The correspondents may close their loans on five different proprietary systems, then Countrywide has to either map to those systems or they have to map to Countrywide. 

"On the other side, Countrywide would have to map to all its investors like Fannie, Ginnie, etc., or they would have to map to Countrywide," he noted. "So, we come in and do this very simply using MISMO standards in a cost-effective way without all the proprietary integration problems." 

(c) 2005 Origination News and SourceMedia, Inc. All Rights Reserved. http://www.originationnews.com http://www.sourcemedia.com
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