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IEARNING OBJECTIVES

At the conclusion of this chapter, students will be able to:

+  Describe the key supporting technology tools for residential loan origination
» Understand the origins, uses, and evolution of automated credit scoring
technologies and vendors

+ Describe how advanced data repositories and automated systems aided in
the development of the subprime loan market, and enumerate the lessons
learned from that overreliance on modeling

* Explain how Internet lending has changed the way lenders and borrowers

approach the pricing, marketing, and closing of residential mortgage loans

Describe the various online real estate services

INTRODUCTION

Advances ip computer technology in the past 20 years have made it possible for
r“anmal institutions to organize and manage mortgage loan pools and their
¢ . . : .

%ed cash flows into mortgage-backed securities. Innovative technologies ha
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loan market by adding many Newcomers

Eﬁt’rg:‘ie’oped to analyse toan applications ang giy, ::::;;&Ware
tions for loan appr oval, if Ju‘sn Ed. ;Vlt this software, decisions one lllda.
applications can be made with muc 1glf'eﬁltefr Speed. ".fhe New techm,loan
has brought greater depth to the aoo YS‘? of the CredltwOl‘thiness ofbogy
rowers, giving lenders more pr ec151oo in loan analysis while ally or.

to operate more efficiently and improve thejr bottom lines ;Vlng
f;;l;;ca] access to increasingly larger da.tabases has alloweq th éveic)h,
ment of additional loan products. The rise Of the sob.prime loan markp
was made possible in largf} pa.rt by thf’ PR ceived .abll.lty to better llnde;Et
stand how to pass on the rlsk. in an originate-to-distribyte mode], Unfor:
tunately, computer models did ot capture all the true risks of the glob,
economy. Warning signs were ignored. As a Lel.lman Brotherg employe
commented about a year before the firm went into bankmptcy’ “Byeny

that models predicted would happen only once in 10,00 years h *Ppeneg
every day for three days.” The failure to use known €conomic histry

in the calibration of many models aod 'the failure to heed the Warning
signs that a crisis was approaching will likely caoso .a shift away from h,
development of forward-looking customer acoulsltlon technologies. The
changeable nature and velocity of new regulation is breathtakjng, and jt
will require that mortgage technology development dollars e dedicateq
to the upgrading and development of compliance databases,

COMPUTERIZED LOAN ORIGINATION (CLO)

One of the early applications of computer technology to mortgage lend-
ing was computerized loan origination (CLO). Used as a method of trans.
mitting information between computer terminals for analysis by human
underwriters, this system was introduced nationally in 1986 by Citicorp,
the New York bank company. Citibank’s Mortgage Power software pro-
gram was sold to loan originators across the country. Terminals were
installed in the offices of companies whose employees had contact with
home buyers, appraisers, lawyers, title companies, mortgage companies,
and real estate agents,

Citibank expanded use of itg Mortgage Power program through the
late 19805 into over 3,000 terminals around the country, and in 1989

Whitehouse |
Whitehouse, Kaja. “One Quant Sees Shakeout for the Ages - 10,000 Years.” Wall Street Journd

Aug. 11,2007,



Computerized Loan Origination CLO)
pecame the nation’s largest originat
i - or of mortga
w ” fthe use of this system. However, Citibank ha§ sge 103“_3’ i
pec? its computer network; although sveryaciven

the co .
fro” ortgage market. "ipany remains very

et from the origin of CLO, a controvers develo

g Bankers A*:’IS_;:CIE;IIOH (MBA) .and the );\Iationarl’ iﬂc\lsls)ztc?zie:nﬂ;
MO ORS® (NAR)-‘ hie MBA saw an intrusion into jts specialized field
fmortgage 1(-)an origination, especially by rea] estate agents who had
ol ptact with a potential buyer. The MBAS position was that the Real
frst ttlement Procedures Act (RESPA) prohi X

S bited
Esmwmaldng a fee for a loan, which might be co » real estate agent

nsidered a kickback. A
0 ' ) ack. At
o™ jeast, it argued, such action amounted to “Steerin

” th
thee‘l’:n der, which is also prohibited by RESPA. g” the buyer to
on

put NAR felt that a real estate agent was allowed to earn a fee because

(0 was @ service providec.1 to the buyer, which is allowed by RESPA.
C ermores N AR wanted its members to offer a “one-stop-shopping”
gice 0 property buyers that would include assistance in arranging a
qorigage 1oar B

3 decision Was sougnt rom. the Department of Housing and Urban
eve opment (HUD), the monitor of RESPA. HUD looked beyond the
ediate argument and saw advantages to computerized loan sys-
ems. They made morigage money more available to potential home
puyers .nd they could lower the cost of loan origination. Furthermore,
they offered 2 Jess-biased system, as there was a minimum of human
contact.

Nevertheless, it was not until June 1996 that HUD issued a final rule
covering its earlier HUD Informal Opinion Number 13, issued February

14,1995. An earlier rule that had allowed a CLO operator to charge any
i that seemed fair so long as it was disclosed and approved in writing by
e borrower was eliminated. In its place, the final rule limited the CLO
perator to charging a fee that was “reasonably related to the value of the
services provided.” Furthermore, a listing of only one lender (which was

frmerly permitted) was considered to furnish “no or nominal compen-
sble services.”

As the market evolved over the years, both mortgage brokers and real
CSta}te agents found that by working together, it was possible to increase
beir sales by allowing both parties to earn a portion of the origination fee.
Real estate professionals and lenders must be aware of the specific guid-
| ¢ and additional information coming from HUD Informal Opinion
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Number 13 and a legal case against World Savings in, 5 04
greater insights for real estate professionals and t gl - Thege Provig
ific facts of each case, including: Us that ypyr, d
look at the specific » including: ( 1) whether Up Wil
an 5

or contract calls for certain work to be performed in org Mang,.
er

ment
a fee, (2) whether such work was actually performe, (3) whety 10 eqpy,
€r the g,

vices are necessary for the transaction, and (4) whether the
tive of services performed by others. In the past, HUD genzr‘:ltlfre duplic,
satisfied that no §8 RESPA violation (no anti-kickback Provisig ! Hould b
had occurred if a real estate salesperson: (1) took in fOrmaﬁOn wolatioll)
borrower and filled out the loan application, (2) performed ; from th
additional items on the Loan Origination Services List as itemizeq least fiv
(3) received a fee reasonably related to the market valye of the asteerr;l?nd
Ceg

performed.
HUD has since expressed particular concern that lenderg vt
fee for steering customers to that particular lender could be disgui?erclig )
as

compensation for “counseling-type” activities. Therefore, if 5 sales
son relies on taking the application and performing only “coyp Selli);r.
¢” services (Items [b], [c], [d], [j], and [k] on the Loan Originatifl;

HUD will also ask for proof that

Services List below) to justify a fee,
meaningful counseling, not steering, is provided. In this circumstance

HUD would be satisfied that no §8 RESPA violation had occurreq it
(1) the counseling gives the borrower the opportunity to consider prod:
ucts from at least three different lenders, (2) the salesperson perform-
ing the counseling receives the same compensation regardless of which
lender’s product was ultimately selected, and (3) any payment made
for “counseling-type” services is reasonably related to the services per-

formed and not based on the amount of loan business referred to the

lender.
According to HUD Informal Opinion Number 13, some or all of the

following services are normally performed in the origination of a loan:

a. Taking information from a borrower and filling out an application

b. Analyzing a borrower’s income and debt and prequalifying him or her

to determine the maximum mortgage he or she can afford
¢. Educating a borrower in the home-buying and financing proces’
advising him or her about the different types of loan products avail-
able, and demonstrating how closing costs and monthly paymet B

would vary under each product



¢
fiﬂaﬁng/ordermg verifications o
L

"ot

i ating/ordenng requests for mortgage and oth
[ Iﬂiﬁatinglordering appraisals
¢ afing Jordering inspections or engineering reports
b oo disclosures (t ' '
b oiding disclosures (truth in lending, 1,4y Estimate, others) to a
C bol'fower '
| iting borrower in understanding/clearing credit problems
j intaining regular .conFact with the borrower, Realtors, and the
blen Jer between ap.phc.atlon and closing to apprise them of the

f the application and to gather additional information

er loan verifications

status ©

needed
o fering legal documents

Determiﬂing whether the property is located in a flood zone (or order-

" ing such service)
. pyrticipating in the loan closing

Recent changes ifl c?isclosure .requirements and the updated Loan
ptimate form may limit these gains. More full disclosure of fees and
i I spread premiums are Now re.qulred by Mortgage Disclosure
mprovement Act (MDIA?’ enacted in July 2008, which must be dis-
dosed on the new Loan Estimate form. The new regulator responsible for
pispA—the Consumer Financial Protection Bureau—now is responsi-
ble for lender compliance with the Loan Estimate disclosure form that
fuls with those requirements of the Truth-in-Lending Act as well
s RESPA.

Real estate agents interested in utilizing a CLO system, now called
manual underwriting, are generally resorting to intermediary companies
that perform the loan services, via computer, of a loan broker or a mort-
pge company. By sending information on a potential borrower to the
ntermediary, the real estate agent is prompted if all necessary informa-
tonhas not been submitted. Furthermore, the intermediary has contacts

vithlenders and is able to place acceptable loans rather quickly. An origi-
ton fee split is negotiable between the intermediary and the agent, as
thassit the borrower.
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If there is an ownership interest of one percent or Mmore 1,
h a CLO, it is considered a controlleq een
usj

the parties involved wit '

arrangement and must be disclosed t(? the consumer. Furthe, iy
quired use of the affiliated company, anq nOthiTlore’
8 of

there can be no re . ter th
value may be given the affiliate other than a return on the OWnere,
1p

interest. o vl .
Larger mortgage companies either allow loan closing by agents yg;
e or buy loans from the agents, T, PayE
e

’s nam
the mortgage companys na
ften allow them to earn a Portion of iy

anies 0

agents, mortgage comp - ‘
. This is called a yield- ;

interest rate that is charged. This yiela-spread premiyy, oF 5

service-release premium.

LOAN ORIGINATION SYSTEMS (LOS)

The loan origination system (LOS) has been developed Over the

years by several vendors specifically to support the loan applicatiop
processing needs of banks, financial institutions, and the Mortgage

brokerage community. Loan origination S).rstems employ workflyy,
technology to control and monitor the .varlous work steps involyeq
in loan processing, and use digital imaglng.gr technology to redyce the
delays and inefficiencies involved in handling paper documents, 1 g

allows the workflow tracking of each application from the time j is
entered into the system through the various work steps of credit review
and loan approval process. Most LOS will allow these work steps to

be performed in different locations (generally through the “cloud”)
while maintaining control of the flow and making sure no required
steps are being missed. More will follow on LOS since many are pro-
grammed to be fully and seamlessly integrated into the business process
management software applications of banks, investment banks, and
the government-sponsored agencies automated underwriting systems.
In the past, traditional software licenses had to be purchased for each
employee’s computer on a single, multiuser license for a server-based
application that all employees in a firm could access. With cloud com-
puting, there has been a significant workload shift. Software applica-
tions are no longer loaded on local computers or a network server that
require maintenance and support. The network of servers that run the
Internet and the software providers, such as Mortgagebot, and Calyx,
that make up the cloud handle them instead. The use of the cloud wil



Automateq Underwriting Systems

) hat enable originators to quickly
i3 ;e and Freddie Mac guidelines,
pi¢ hat occur when mortgage do
ba¢ product development enhan

ous ;
yarl ¢and avoid manual errors,

thus avoiding the resulting buy-
cumentation containg mistakes.
ceéments to automate the lending

lag time, and ¢ '
% Ve : ata entry will create
r oy competitive edge over the next few years, Saa$, cloud comput-

" nd other hosted or outsourced tech arrangements will become
ings Jar in the near future, helping lenders manage a new load of risk
poana ement, 0SS mitigation, workout, and compliance responsibili-
n'les Mortgage Builder Software, Inc., an LOS software provider based
;Michigan’ has introduced a SaaS-based LOS offering called Mort-
gage puilder”

AUTOMATED UNDERWRITING SYSTEMS

Vore advanced use of the computer has been developed by larger lend-

15 25 TOTE experience and better technology has become available. In
1995, both Freddie Mac and Fannie Mae introduced separate automated
inderwriting systems for use by their seller/servicers. Each has developed
dvnced software capable of analyzing a loan application and approving
itfor funding if qualifications are met. Other lenders produced their own
stems to assist in analyzing loan applications.

Atabout the same time, the Federal Reserve Bank Board announced
isown software system, called Partners, that tells a potential borrower if
heor she qualifies for a mortgage loan. It is designed to help professionals
st low- and moderate-income borrowers, but is accessible to anyone
seeking help.

§brief description of two automated underwriting systems, Freddie
Vac’ Loan Prospector® and Fannie Mae’s Desktop Underwriter®, follows.
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Because of the dynamic secondary market, the service

ties offered by Fannie Mae change frequently. Visiting t; o

website often is highly recommended. Below are a fey, : §
P

of interest.
e Fannie Mae’s Monthly National Housing Survey
http://www.fanniemae.com/portal/research-and_analyS.
is

/housing-survey.html
Fannie Mae’s Monthly National Housing Survey
http://www.fanmiemae.com/port:al/research-and.analySis

/housing-survey-html

Americans’ Housing Optimism Gains More Monmep
amid Reported Income Growth; Supports Forecast of p; >;
up in Housing Activity This Year ck-
1'nttp://www.fanniemae.com/portal/about-us/media/corporate :

news/2015/6259.htm1
HUD AND FANNIE MAE ANNOUNCE EXPANSION or ‘ﬂ

GREEN PRESERVATION PLUS that Pays for Energy.
Efficient Upgrades in Affordable Apartments )

http://portal.hud.gov/hudportal/HUD?src=/press/pre~,;s_releases |
media_advisories/2014/HUDNo_14-043 -

The Fannie Mae Loan Lookup enables mortgage borrowers
to quickly determine if Fannie Mae owns their loan
https:// www.knowyouroptions.com/loanlookup
Know Your Options: Avoid Foreclosure
http://wwwknowyouroptions.com/avoid-foreclosure

CaPabijj.
0nie My,
eclﬁc areas ‘

Freddie Mac’s Loan Prospector®

called Loan Prospector®,

Freddie Mac’s automated underwriting system,
d for use by Freddie

was released nationally in February 1995. It is limite
Mac’s seller/servicers, who are required to submit verification of the data

submitted. The information submitted is that required by the Uniform
Residential Loan Application (Freddie Mac Form 65). In earlier year> thef
initial charge for an analysis was $100; now it is just $20. Verification ¢

the applicant’s employment, income, and assets is required.



Automated Underwriting Systems

he o an-to-value ratio is greater than 809,
10 a private mortgage insurer chogep by

wd o insurers are represented on the Fredd;e
ot prospector” is intended to provyide len
1,040 o streamline the document-gathering

2 documentation levels that define requi

it cedsand offer helpful underwriting rem

the application is for-
the lender. All major
Mac system.

ders with a quick and
process for borrowers,
red borrower documen-

inders. Loan Prospector®
qatl 1s borrowers as it allows them to know exactly what they need to

bt " nd users have found it easier to process more loans with less
en a loan is submitted to the site, one of the following recom-
O aions will be returned on the Full Feedback Certificate: (1) Accept,
f Cauﬁon- . .
roduct is an Agency loan product, Freddie Mac offers
f ?ieﬁresentations and warranties on eligible loans that receive
ce

™ recommendation. In addition to providing a “Credit Risk”
“Accepn dation of either Accept or Caution, Loan Prospector® com-

(ec0 m;'tware classifies the “accepted” applications into two classifica-
ter 50

e hat drive documentation requirements for the loan applicant, as
o tha
fions

WS
’ ined Accept—Allows one to take advantage of fewer docu-
' strean?]l requirements than traditionally underwritten loans for
mcntatwnt risi class. For example, salaried and hourly income bor-
e ACC;I;H need just one pay stub showing year-to-date earnings for
I}(:W;:f)st recent 30 days, one W-2, verbal verification, and one recent

e

ment.

:ﬁ:t:zt;—Requires Standard Guide documentation fc?r higil'el:'-
risk loans, including some Accept risk class loa.ns, A-mlnl:.; ? 1g1-l
ble loans, and Caution risk class loans. For this level, additiona
documentation must be collected; for example, two bank' stat}f;*-
ments and two W-2s. Note, however, that one pay stub covering t . ]el:
most recent 30 days and verbal verification of employment are sti
required.

of(

If the classification is Caution, which is true for about 30% of t.hose
plications submitted, it, too, is returned to the lender’s gnde.rwrlters.
- Temost common reason for this return is that some serious issue has
ben found that may disallow Freddie Mac from purchasir‘lg t'he loan.
“omputer does not reject any loan, but sends those applications that
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do not meet approval/acceptance back to the lender for fyry, hun
an

underwriting.

Credit Approval by Loan Prospector

A lender is allowed to choose among five approved credit Teporting .
e that merge information from a¢ 10111-
eas

ies.2 Credit reports are availab
panies.? Credit rep bases. Loan Prospector also has the il t
to

to:of the thyee majo? date determine total credit
. e .
access the credit card database to de It available o4 the

percentage of credit being usec:

Collateral Assessments
1 is not called an “appraisal” by Loan Prospector, i .

Property evaluatio
nt. The program assesses whether or not the collatery|

collateral assessme

is sufficient to secure the loan. .
Freddie Mac's Automated Valuation Model (AVM) tool simplifie, "

mortgage process by streamlining t}.le collatere‘ﬂ Valuati.on cycle. Itig called
Home Value Explorer® (HVE®). This system is replacing a service cy[joq
Gold Works that, up until November 2008, linked a lender directly wig,
the appraiser. For over 15 years, Freddie Mac has effectively employed
AVMs internally for its own risk and portfolio management. AVM; have
become an integral part of today’s mortgage market, and AVM technol-
ogy has advanced the world of automated valuation services from novelty

to necessity.

In nationwide tests conducted by large wholesale lenders, HVE cop-
sistently performs at the top in the areas of coverage, accuracy, and reli-
ability. HVE actually encompasses several models rolled into a single
product for one low cost. Freddie Mac believes that lenders will benefit
from its unique proprietary algorithm that blends multiple model esti-
mates returned by the repeat sales model and the hedonic model.

Today, AVMs are efficient, effective, and essential tools for staying
competitive. AVMs expedite processes, lower costs, and minimize risk.
When choosing an AVM, it is important to consider coverage, vendor
reputation, current technology, accuracy, and price. Freddie Mac claimsto
have a dedicated team of modeling experts that will continue to improve

and enhance the HVE tool.

*Freddie Mac (2015). List of Approved Credit Reporting Companies for Loan Prospector®. Accessed
on Feb. 7, 2015 at http://www.loanprospector.com/about/cre.html
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. the Freddie Mac website frequently is essential in 2 rapidly
g market. Some of the resources found op the website include

edia RO
(he latest news releases, corporate facts, select officer biogra-

i
find and statements, ec i i
yies» S eeches » cconomic and housing research com-
p A{ary industry reports and publications, the results of Freddie
me ekly PrimaryMortgage Market Survey®, and subscriptions to

b} We
Maacr :etY of email alerts and RSS feeds,
aVi

cOrporate Facts
Executive Perspectives

speeches and Statements

Economic and Housing Research
[ndustry Reports and Publications
primary Mortgage Market‘ Survey®
News Release Archives
gubscription Center

RSS Feeds |

[]
e
|nvestor Relations

Find information on | on
corporate financials, corporate governance, corporate responsibility,

securities trading, investor news and investor events, and additional
investor resources such as investor presentations, credit ratings, and

analyst coverage.

+ FRE Stock Information
» Corporate Financials
-+ Corporate Governance

* Section 16 Filings, Director and Executive Officer Ownership

Reporting
* Investor News Releases
' In\(esto'r' Resources |
" Investor Relations Contact Information : -

‘Freddie Mac’s common and preferred stock,
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Fannie Mae’s Desktop Underwriter®

In April 1995, Fannie Mae released two programs to jts sellerss,.
The basic program, called Desktop Underwriter® (DY), e ﬁﬁcers'

intelligence and information from Fannie Maes seller/service, 8uid
€ to

properly analyze a loan application. N
A second program, called Desktop Originator® (DQ), i designedt
0

allow an agent or a mortgage broker to take an applicatiop iy, 2 Poteny:
borrower’s home with a laptop computer, relaying the informatiop :lhal
¢

lender who is the seller/servicer. |
Information on the loan and the applicant must come frop, the e
e

form as used by Freddie Mac, the Uniform Residential Loap Applica;
(Fannie Mae Form 1003, Freddie Mac Form 65). The lender myg . on
the information and then submit it to Fannie Mae through jt Deskig,

Underwriter®, after which a response can be provided within one miy
ute or less on “approved” applicants. The lender is responsible o noify.

ing the broker or agent who originated the loan, who in turn notifies the
applicant. Over the past 10 years, DU has further enabled other busjpeg,
channels, including retail, wholesale, correspondent, Internet/ca]] center
and point of sale, by allowing Loan Origination System (LOS) vendors t<;
offer direct access to Desktop Originator® and/or Desktop Underwriter*
Some of these vendors, such as Point®, a Calyx Software LOS product, anq
Destiny Loan Origination System, an Integra Software Systems LOS prod-
uct, could be found at the following website at the time of the publicy.
tion of this text: https://www.fanniemae.com/singlefamily/authorized-los.
integration-vendors.

While Fannie Mae is seeking better and faster ways to handle its
appraisals, the company still uses many of the traditional methods.
Still, the streamlined property valuation and reporting options available
through DU can save borrowers time and money and can help lenders

more efficiently manage the property valuation process.
Itis expected that in the near term DU will have tie-ins with automated

closing and documentation systems that meet the electronic signature and
recording requirements established under the various electronic signature
acts passed in the late 1990s and early 2000s. In April 2011, Oklahoma
Governor Mary Fallin signed into law a bill that permits digital signafures
on real estate contracts. Oklahoma had been the last state that did nothate
amechanism for a virtual closing in place. Industry trade associations have
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-

he ideal‘elec’fl’OI’llc document requirements include descripti

ormd jon in the fOI'II.l of m.Etadata with a visual representzlajtil::
1r; " embedded data linked into the visual representation so that
O]ectronic signatures seem a natural part of the process. The system
o eed tamper-evident security and provide an audit trail of any

dn
ould P2 _ i
s pigure 14-1 below illustrates how such a system might be

(oofig? red ) based A
Fannie Maé's DU-based Automated Valuation System (AVS) utilizes

o i entered, at which point the system will recommend one of the
olovin Jocumentation levels for each eligible one-unit property loan
:i pavalid property address:
. Appraisal with interior and exterior property inspection

raisal with exterior-only property inspection

v ApP
, An exterior-only property inspection (no appraisal required)

Document Type and

Other Information

History of Events
&tabllshedclﬁsmgbafe What the Borrower
Jniay1,2012 - Sees and Signs

Maps View Fields into Data

- <ChsingDate> 20120101 L ) XML Data for Lights-Out
<[ChosingDate> e s | Processing
: ~

Electronic or Digital Signatures
—Buyer, Seller, et al.

et (it T ; i

-,
-

FIGURE 14-1 Smart doc® Framework
*orce:© 2016 OnCourse Learning
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[ =

ue to manage the property appragy| 1,
DU, including selecting the pPraiser, opg O logy,

pmitted through : .
supraisal’ and reviewing the appraisal report. Asaresult, lenders ar‘:llng the
I

. ¢ the traditional warranties to Fannie Mae regardiy, €Spop.
:llll:l: ;;rajser and the quality of .the-apprajsal. As for Cfedjtgrgz sr:,lecﬁt)n .
ies are seeking other ways of satisfying lender r equirements, part; Stug.
regard to property evaluations. One study uses pictures takep ﬁ;lﬂarl“ll
lites to determine if building actually exists on specific Property )
firms currently use available GPS location support for Many aPPlic.a e
For example, Environmental Systems Research Institute, Inc’g AR?;OHS'
Call software provides a front-end solution for anyone to yge, ARCGIsqIS
the location to actual, current tax data found in county tax Offices thy tieg
be accessed by a computer program such as the Fannie Mae AVM 7 can

Fannie Mae’s EarIyCheck"“ service assists lenders in idenﬁfyin em,
correcting potential eligibility and/or data issues as early in theirgpind
cesses as possible. The goal is to help lenders identify potentig] PfObler:;

prior to loan delivery.
Prior to a loan closing, lenders have the following two EarlyChec,~

Lenders contin

access options:

« A service that can be directly integrated with a lender’s [,g
This option is a Desktop Underwriter® (DU®)-like integration solu:
tion (i.e., it takes a 1003 flat file or MISMO® AUS 2.3.1 file 45 input
and returns viewable results and/or a result data file).

A web-based user interface. This option enables a user to import
loan data in a 1003 flat file format (which can be exported from most
loan origination systems) or the MISMO AUS 2.3.1 file format, run

the checks, and view the results.

CREDIT SCORING

A credit score is a snapshot that objectively assesses a borrower’ credit
history and current usage at a given point in time based on credit bureau

*MISMO stands for Mortgage Industry Standards Maintenance Organization, Inc., aleading txh@l'
ogy standards development body for the residential and commercial real estate finance industies
and a Wh‘?")’ owned subsidiary of the Mortgage Bankers Association. The MISMO standards are
groundedin an open process to develop, promote, and maintain voluntary electronic commercé pro-
_cedures and standards that allow mortgage lenders, investors in real estate and mortgages: servicer
industry vendors, bor rowers, and other parties to exchange real estate finance-related informat”

and .
eMortgages more securely, efficiently, and economically.

:
l
i



Credit Scoring

n individual borrower’s credit score
ma

rcpZSitories if there are differences in the amoy tY vary somewhat across
n .
Or content of informa-

p . od in credit r ;
goﬂ Contaln,ecil:ll i ecords. A credit score may be
jrory S ¢ es only one tradeline, so lendersgtti'l;lfetr ateil':\’en .
0 make sure

si
ar‘ip; tiple files are .included, probably at least th
thd e credit scoring has recently received ll;e‘e,. |
henomenon' One of the principal procedures vg: ;1c1ty, }t is not a new
II)saac and comlilaﬂY 0df' ! Bafa?l’ California, andeiiu llc]nlcrmlvjx? . bl); o
1 has prought credit scoring into wider usage is its ea das ICo
com uterized loan analysis. The “score” is a number thastY ; Py
0 i credit history and helps in the analysis of a borrower’ o £ P
o off another loan. Or, as some lenders inter iras pmb.ablhty o
Raylifthe risk of foreclosure. pret, the score is indica-
five ay, credit scoring is offered using two major methods. Both
and recommended for use with either manual or ;utoma::;
pwriting of mortgage loans. Both have shown a good predictive power
aload analysis. One 18 the FICO “bureau scores” that run from about 350
+h the lower number showing the greater risk of default. Scores
1 generally have credit histories acceptable to Fannie Mae, but
stoff point and lower scores can be approved. Freddie Mac
cautious and detailed review for loan files that score less
Jess than 620. The recent credit crisis has uncovered some
eaknesses 10 employing too great 2 reliance on the credit score. The first
ofseveral Jlternatives was developed in 2011 called VantageScore 2.0°. Van-
Score 2.0° has worked as it was intended, which was to have the ability
foscore broad population, including those who use credit infrequently.
The VantageScore® was created by a joint venture with the three major
credit reporting companies: 1) Experian, 2) Equifax, and 3) TransUnion.
i has been widely adopted as a credit scoring engine by combining a
atting-edge, patented, and patent-pending analytic techniques to pro-
e model that offers more consistency across bureau platforms, along
viththe ability to score a broader population. This new Jending ecosys-

em brings with it a revitalized emphasis on:

{0 900:

- grer66
&0 18 notac
recOmmends a
than 660 but not

+ Model governance to ensure regulatory compliance

v Consumer education, transparency, and inclusive lending practices‘

* Controlled growth that balances expansion with risk mitigation
out single-threaded

 Agile and flexible operational processes with
dependencies
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The credit reporting industry has begun to embrace , Sihig
g € mod
el

across all three credit reporting companies hoping th 4 it vor

credit score variances. In addition, VantageScore utilizes Tedycg
€asier.
o

understand reason codes used to indicate why a consumer .
is not higher. The latest new credit scoring engine is Vanta CrSedlt SCore
that will include some new features like accounts that Were Ci(lel Core 3 g
that have been reported as paid in full will no longer facto, intoected ang
tageScore 3° calculation. Explanations and methods for resolvithe Van.
are described. (See the sample credit tri-merged report jn the A;pe Py
s

of the text.)
Suppressed for several years by the financial crisis of the late 209
» and other f, ans’

Improvements in

Provide

savings and loans, credit unions, credit card companies
cial institutions have seen increased demand for loans,
scoring approaches encapsulate a wider consumer populat
with reevaluation of credit policies to prevent past errorg and

orderly growth.
Credit scoring is used in conjunction with many other Criteria, sy,
as an applicant’s income, other assets, total indebtedness, and futur; o5
sibilities. It is only one criterion, and though it shows good pre dictiv;
powers, it is seldom used by itself for underwriting purposes. It hqg beer

a big help in setting prices for subprime loans.

SUBPRIME LOANS

Subprime loans are those made to persons who do not have a top-grade
credit record as is required to qualify for a regular mortgage loan. While
subprime loans are not specifically connected to automated underwrit-
ing, the many credit details that can be handled by computer analysis pro-

vide one reason why many lenders have undertaken loans in this field
Another reason is that subprime loans command higher interest rates and
discounts, which add profitable business to a lender, provided the lender
is careful in analyzing the higher risks involved.

With a conforming loan, rates are posted in newspapers and else-
where. But subprime lending uses risk-based pricing. Rates are not
publicly quoted; rates are found, or negotiated, to fit the risk profile To
determine a risk profile, start with a prime loan. A prime loan i made
to a good-to-excellent borrower who has perfect credit, which means no
derogatories and no 30-, 60-, or 90-day delinquencies in his or her mort

gage history, or few derogatories/ delinquencies.



Subprime Loans
. l .
gelow ﬂils lev;:i;ik e the subprime borrowers. To underwri
L 1Pe of loan, erwriter does not examine w h erwrite
i wer 18 worthy of credit, but rather where the €ther or not the

borrqsk scale. Credit' s.coring is a helpful factor j

s ?ous risks invol\.red and to properly evaluate the greater risk
» borrower is matched to one of a series of risk proﬁies Unfor

e lenders - g these profiles, as t .
tﬂfﬁ: 8);33’ areas. Following is an example of w s the process involves
SO F,

. hat may be included in
ing the rlskdof an A, A-,.B, €, D, or F mortgage borrower by a
| mortgage lender. Comparisons can be made to an “A” borrower

f& a jelinquency rate of 7.8% as rated by many lenders.

4p” borrower: No late-mortgage payments and no credit card pay-
ents OVT 30 days delinquent in the last year. “A” or prime borrowers
pave 2 Jow default rette and underwriters can allow a higher loan-to-
salue ratio- (The national delinquency rate, according to the Federal
Reserve Bank of New York was 7.8% in the Fall of 2010¢ and 3.18% by
ihe Fall of 2014.°

ép-" borrower Sometimes referred to as Alternate A or Alt-A mort-
2965 The borrower has no late mortgage payments and one or two

-redit card payments 30 days late. (The current national delinquency

ate, according to CoreLogic, Inc., is 26.89%.)

«g” borrower: Thirty days late on a mortgage payment and 60 days
Jste on one Or more charge account debts. Has satisfactory credit but
high debt ratios. Reasons for delinquencies are important, as the re-
cord may indicate problems that can, or have been, overcome. This
borrower may be self-employed and have trouble documenting in-
«ome. The underwriter first looks for explainable delinquencies, then
it secondary credit and revolving credit over a two-year period. (The
current national delinquency rate was 36.57% in the Fall of 2010 and
fll to 4.09% in the 2nd quarter of 2013.6)

et

—

Soer Reserve of New York (2010). “U.S. Credit Conditions.” Regional Outreach Research Data
s0f October 2010.

Fedeal Reserve of New York (2014). “Consumer Debt Panel.” Data Tables from December 2014

eport,

‘Tﬁn;uni?n (2013). “TransUnion: National Mortgage Loan Delinquency Rate Continues Torrid

‘y:;'"e n Q2. Transunion press release, Aug. 6, 2013. Accessed Feb. 1, 2015 at http://finance
°°-C0m/ne\~sltransunion—national-mortgage-Ioan-delinquency-100000136.html
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late two or three times on 5

» . Thirty days
n“ic;n:aonn: ::\;;Ih cthge accounts 60 days or more in arrears, 4 "
fair credit and high debt ratios. A 500 credit score is typically , o
borrower. These borrowers may have had eml?loyment Problem
health and accident problems and are over the{r heads in depy -, &
want to consolidate the indebtedness. Underwrlter§ look for both tﬁy
willingness and ability to repay: (The current national deJ; Qo e

94 in the Fall of 2010 and fell to 6.07% in the nd quacry

rate was 36.5

ter of 2013.)

“D” borrower: Has e

are not likely to become ‘A” borrowers very soon. Such loang have ;
ood chance of going into foreclosure and the lender muyst depenq

fn the collateral to guarantee repayment. (The current Nationa] de.
linquency rate was 3 1.26% in the Fall of 2010 and fell to 9,679, in the

492

poor credit and high debt ratios. These bOTTOWer
s

2nd quarter of 2013.)
“F” borrower: Currently in bankruptcy or foreclosure. With the help
of state-of-the-art information-gathering systems, subprime lending
was burgeoning, but recently, most lenders and investors haye not
been doing very well with this category of loans. Subprime “B g ¢
mortgage lending became a growing field leading up to 2007, byt had
not had enough time to develop quality experience factors,

The current mortgage crisis has shown results very different from the
past. Average delinquency and foreclosure rates were useful in predicting
past delinquencies and foreclosures. In 2001, “A” loans had serious delin-
quency rates of 1.96%, “B” loans were at 3.73%, “C” loans at 4.99%, and
“D” loans at 8.07%. However, as can be seen from the current delinquency
rates, the numbers from 10 years ago did not provide sufficient data to
predict the current mortgage failures. The subprime mortgage market has

now completely collapsed.

MORTGAGES ON THE INTERNET

The use of computers in mortgage lending has expanded so that borrow
€IS can negotiate loans on the Internet. Most active mortgage loan com-
Panies and financial institutions have websites that offer mortgage loans
directly to consumers who qualify, but there are a few caveats.

.'ﬂlere are several reasons for the growing interest in Internet loan
applications. Many applicants live in rural areas and want to avoid traveli



Mo"tgages on the Internet

e _lo.opeople with tarnished credit histor;
officer. Even people with good credj
;‘:;:;able with impersonal vending deVlcei ECOr?s sometimes feel more
o5 shOW that consumers shop for the best avriabace~t?_face encounters.
di*" 1 o most sophisticated borrowers ofte ﬁllf price and terms, and
gt hop for mortgages.’ n find it difficult to effec-

es negotiated through the

‘:g;grhaps 3/8 of a point igmparlget?:tt;n : y 1?; ve _lower .origina-
e brokers. But the other fees and interest ral;: nts with reg-

5 regular mortgages. There is also a problem in nost illlf:v?llzout ol
R ith whom €0 talk through_ financial needs. Because ancognél f‘;al
% zrks both Ways: the Internet has its share of shady operators why;tg,
es dvantage of unwary borr.o?vers, However, there is no denying the
Jthin Internet mortgage originations. The top 22 mortgage lenders in

0 B
¥ it roduction in 1999 only reported a little over 13,000 online mort-

o5 for 2 rotal of $4.7 billion in mortgage production.® The top online

g;gginator in the first quarter of 2010 originated double the number of
o s originated by the top 22 online lenders in all of 1999. Some

A the more innovative firms, such as CUNA Mutual Group, are using
,product called “Smartphone Loan Technology.” These firms originated
et §1 billion in loans via mobile devices between launch of technol-
ogy i 2012 and the end of 2013.1° Inside Mortgage Finance reported that
Quicken Loans Inc., one of the largest nonbank mortgage lenders, made
43 billion of loans in the first half of 2014.

Online mortgage originators fall into three general categories:

{ Direct lenders. Those mortgage loan originators that actually fund
the loan. They exist at the national, state, and local levels. Bank of

e ——————

'hogar, William, and Essene, Ren S. “Understanding Mortgage Market Behavior: Creating Good
?Sorztgag; Options for Al Americans.” Joint Center for Housing Studies, Harvard University, April
| y P. '
';aCour-Uttle, Michael. “The Evolving Role of Technology in Mortgage Finance.” Journal of Housing
9Nﬂfarch, Volume 11, Issue 2, Table 1, p. 197.
Ior‘kf:illflt;(alJMortg‘;‘age News. SourceMedia, Quarterly Data Report, Q1,2010.
CUNCA, ess. “CUNA Mutual Group’s Smartphone Loan Technology Reaches Major Milestone.”
Mutual Group, Aug. 22, 2013. Accessed Feb. 9, 2015 at http://www.cunamutual.coml

“tliener ptlopen=5128bjID=9028Pagel D=9514864mode=2
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. to specialize in generating leads from borrowers anqg then pass
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America is an example of a national lender. Soythgiy. Bancy,

Inc., in Tyler, Texas, is an.examPlel?fa state lender. 1,0,y Morg,
Joan originators can functl.on 20 0% e Mmortgage lenders just b;'tﬁage
ing a website with an application form on it. ay.

Mortgage brokers. In the past, the advantage of using Moy

! broker was that it gave customers access to a wider aVailabﬂigage

lender programs and loan options. Most brokers haye , basic Onli:f
e

mortgage application website from which they can take mOrtgag
e

loan applications.

Lead generators. Also referred to as referral Websites, these ¢, i
n

those leads along to one of the direct lenders, rather than 8
loans themselves. Considered the most effective toq] used by botﬁ

direct lenders and mortgage brokers.

It has become easy for loan originators of any size to haye Some bygj,

online loan origination presence. Software applications such, 5 PG M.
gage Software are available to individual @ortgage brokers whg want g
individualized basic online presence. This software combineg featureg,
such as LOS-application tracking, that are compatible with Calyx Pojpt
and Fannie Mae LOS, with the ability to export application forms tg these
well-known programs and work with them offline. Moreover, the sof;.
ware has site security with SSL Certification. Some of the other service
providers, with software or other consulting services to help set up online

mortgage origination capabilities, include the following:
«  Byte Mortgage Origination Software (http://www.bytesoftware.com)

MortgagebotLOS™ (http://www.dh.com/lending/mortgage-lending)
Mortgage Builders Software (http://www.mortgagebuilder.com/)
RK New York Web Design (http://www.rknewyorkwebdesign.com/
mortgage-web-site-design)

Lead Press (http://leadpress.com/)

Kaleidicos Mortgage Web in a Box (http://www.kaleidico.com/
mortgage-website)

Calyx Software’s WebCaster (http://www.calyxsoftware.com/prod-
ucts/webcaster/)

Lender Home Page (http://www.lenderhomepage.com/)

vLender (https://www.vlender.com/ )
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INE REAL ESTATE SERVICE

oN o off :
es offer an online real .
ompanies = estate service
Maﬂ)’ Cto ;nformation on a full range of services tIhatIa;];ows consumers
S . . . n 8 the ftw
o8 coft stepped into this : » W€ Soltware
§ jcros F arena. Microsoft offers consumers a

.0t . :
g,arl that gives them the opportunity to search for homes, find build-

o8
5ef":0 pare mortgage products, a1.1d apply for loans. In other words, the
o gives consumers access to information that had previously l;een

e ocial province of real estate agents and mortgage brokers. Over th
ihe 5P ] estate professionals have created products that allow indi:irdu:l
(ate brokers the ability to create the image of a broad-market online
(ate SETVICE: One.suc.:h vendor is DwellAgent.com, which offers fea-
o5 quch a8 Sfelf-PUbIIShlng, at.tracti‘ve and effective listing websites (at
tuzlevel of individual property if desired), a primary website, a blog, and

er features: : .

mpanies offering 'these services deny any intention to replace exist-

. sgents All the serv1.ce expects. to provide is information on what is

1able and a comparison of prices. To close any deal, the consumer
:nust contact an agent in th?t busine.ss. Technology brings rapid changes
at create better and more lnfo.rmauop along with faster response times.
" ollowing websites offer an idea of just how diverse is the information

ffered 01 the Internet:

, www.argussoftware.com — ARGUS Software, a subsidiary of
Altus Groups 18 the leading provider of software and solutions for
analyzing and managing the value of real estate investments world-
wide. ARGUS Software has a world-class user base consisting of
over 9,000 users and has been focused solely on the commercial real
estate segment for over 25 years. The ARGUS Software portfolio
includes industry-standard products such as ARGUS Valuation -
DCE ARGUS Developer, ARGUS Asset Management and ARGUS
Lease CRM, as well as the recently released flagship product, AR-
GUS Enterprise. ARGUS Software has affiliations with the gradu-
ite real estate programs at over 75 universities worldwide. A trial
version of ARGUS Valuation — DCF has been provided with this

text to allow the reader to learn how to use ARGUS Valuation-DCF
to document assumptions that support financial conclusion of
commercial real estate cash flows. It allows a comprehensive and

%andard reporting of all input data, property and portfolio level
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summary reports, and detailed tena.nt-by-tenant supp
. One of ARGUS Valuation-DCF ... arty
ules. One o ation-DCF’ Prlrnary biegie ng Sched,

provides reliable transparent results that are easily unc?ts 1S thy, .
dissected by reviewers. ers t
* Www.bytesoftware.com — Byte Software, foundeq ;
cated in Kirkland, Washington. The company i , WJ}JI 1985, is)q. |
subsidiary of CBCInnovis. Byte Software ﬂagship olly Oneg H
BytePro Standard, a comprehensive loan Origjnatioprod ;
package that allows a loan originator to prequahfyn s(.)waare
process, and close loans. Byte offers six eXpansiop, ’V:n‘glnate)
its mortgage LOS system to meet the needs of larger arsmns of
demanding technology platforms, including the InteIld More
security packages. et ang
www.calyxsoftware.com — Calyx wag founded i, 199]
Jose, California, and is most well-known for its Point | in S |
nation platform. According to a 2010 study con fucked ban :rlgl_
Mortgage Research & Consulting, 72.5% of Mortgage brzk Ceesg
ported using Calyx Point. Loan origination Systems (LO;;sl_re‘
those developed by Calyx are also utilized by community : ike
credit unions, and mortgage bankers, and can be yseq Wit}?n[l)(s’
and DO along with several other vendors mentioned earlierilljl

the chapter.
www.fiserv.conﬂresources/easylender-mortgage-hrochure

s Www.elliemae.com/encompasslencompass-overview—EncompaSS°
is an end-to-end solution, provided using on-demand software that
functions as the core Operating system for mortgage originators
and. Spans customer relationship management, loan origination and
bus.mess Management. Rather than loading an LOS software onto
their server or laptop, users of Encompass® connect to the web t0
use Encompass® and pay by the “drink” Encompass”® is a software
offering of Ellie Mae, a provider of on-demand automation solution®
for the mortgage industry. An American Bankers Association (ABA)
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Estate Lending Survey Report Jig
te
st used LOS by banks in 201411

d Encompass as the number
3is pased in Pleasanton, Californ;

Ellie M
: ae was founded in 1997

ditech.com — Ditech was foy i
: nded
, :;::S of customers for faster, easier access tolrl; 11:95 gy
' _ ‘ ortgage loans.
Mo (tgage a maJOl‘1 ﬁnana.al. Services company and gne of ;&r(ri:fA C
s 4ing mortgaget‘oan. Originators, acquired all the assets of Ditlzzli
unding Corporation in 1999. This marked the beginning of signifi-

t gl'Owth for Ditech, enabling the company to invest further in

. products technology, and customer service, and set the stage for

DiteCh’S emergenFe? and current status, as one of the larger online
mortgage Joan originators, 8

w.eloan.com — Founded in Palo Alto, California, as an online
]

mortgage brokerage ﬁrm , E-Loan, Inc., now known as E-LOAN, is
2 wholly owned S.UbSIdlarY of Banco Popular North America. It of-
fors prequaliﬁcatlon and preapproval for home equity loans, as well
s first mortgages and rei.inancing. The site has a link that helps
sers cOMPare values of different homes in a given neighborhood.
[t even has 2 feature that allows the user to hold out for a particu-
[ar interest rate and to receive an e-mail when the rate becomes
available° There are actually awards for website media interactivity.
E-Loan carned the top spot for three different categories of these
qwards in 2013.
www.hsh.com — Offered by the financial publishing company HSH
Associates of Butler, New Jersey, the site surveys 2,500 lenders across
the country and provides updates daily. It does not make loans and
accepts only limited consumer advertising (it makes the bulk of its
revenues from lead generation), which makes it an excellent source
of objective data on interest rates and terms.

' www.dh.com/lending/mortgage-lending/mortgagebotlos — A
wholly owned subsidiary of Davis + Henderson Corporation, 2
leading provider of integrated solutions to customers in the finan-
cial services industry based in Toronto, Canada. A dominant player
inthe United States, its products are very popular in the communi-
tybanking and credit union sectors. Tts Powersite Suite of programs

——

WWhitefid.e, Debbie. 2014 21st Annual ABA Real Estate Lending Survey Report. American Bankers
“eiation, p. 6, Titled-Loan Production, Chart 2, Top Loan Origination Systems.
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provides affordable, easy-to-use, anq secure o

developed to be fully integrated wig, most Ii];nol()gy Solyg

product is competitive because it can pe deplo S Softygy. 101!8

speed. Since it is completely Internet-basEd’ the)fd. With Surpn:}"s

hardware to install or maintain. In 2007, Mort :ls Do g aremg
its Mortgage Marvel, an Internet-based soluti Ongf febot intyq uC:r
who want to expand past their traditiong] base b;tsm er lellde:
the expertise or funding to develop an Internet-baseclln‘f Dot
appeal to customers beyond those in their traditio Site thyg
base. Mortgagebot was ranked third in jts category gfal“ Ustome,
Origination Systems” In the 2014 ABA Regj Estate Lend,Top Log
Report, moving it ahead of Calyx Point, which wag i, ; tll}:g Survey
the survey. Place i,

. .www.mortgageb.uilt.iencom — Mortgage Builder, he, dau
in Southfield, Michigan, has been providing 4 fy, iilltartered
server-based application for a wide base of possible pee d:gfated
mortgage finance business for 12 years, Mortgage B Uildern'l the
end-to-end lending solution for retail and wholesale m, rtls an
production channels, delivering prequalificatiop tools, pro iasge
ing, underwriting, closing, post-closing, final document trackinS.
secondary marketing, warehousing, delivery, interim servicing,
and construction loan tracking. Pricing and product eligibility
electronic document management, and electronic loan delive ,
functionality for the GSEs are built in and available on demand,
while compliant loan documents are provided at no additional
cost. Third-party originator web portals such as FHA Connect,
as well as consumer-facing virtual tools, are also available, thus
enhancing flexibility.

« www.phhmortgage.com — PHH Mortgage is located in Mount
Laurel, New Jersey, and is a wholly owned subsidiary of PHH Corpo-
ration. PHH Corporation is among the top five residential mortga
originators, but its online business consists of the firms own retalll
online mortgage operations. PHH is also the leading provider of pi
vate label mortgage outsourcing to companies that want to have "
online loan origination presence without the cost of the technology
development, staff training, recruiting, and other barriers ©0 entry

for many smaller lenders.

ave
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g Computerized Information in the Future

provident.com — Provident Funding Associates, 1P, is th
, L.P, is the

o estprivate mortgage company in the United States and one of th
e

g " i
I ve direct online lenders for the past three years. Provident Fund

top i i
o s developed their own proprietary online mortgage origination

lng ., .
are platform and it is recommended for viewing since Provident

0
.s 0 suCCCSSful'

www.rcanalytlc&cor.n — Real Capital Analytics, Inc. is a global re-
o " firm found.ed in 2000 based in New York City. The firms pro-

prie t research is focused exclusively on the investment market for

mmefCial real estate. 'Real Capital Analytics offers in-depth, com-
ehe nsive and currer.lt information of activity in the industry by col-
., transactional information for property sales and financings.
cA then interprets data such as capitalization rates, market trends,
PriCin and sales volume. RCA also quantifies the market forces and
; denﬂﬁes the trends that affect the pricing and liquidity of commer-
estate around the world. The firm publishes a series of Capi-
d reports and offers an online service that provides current

al and troubled asset information on all markets globally.

gal redl

gql Tret
ransaction

USlNG CoMPUTERIZED INFORMATION

gy advances, indications are that mortgage loans will move
d mortgage loan pricing system where lenders assess bor-
by loan. This will be possible with computerized loan
apable of forecasting the default risk dictated by each

s techﬂOlO
| g risk-base
1 quing costs Loan
| uluation systems €

plicant. . .
In addition, secondary-market companies are able to adjust the

| untee fees charged to lenders to more accurately reflect the risks
epresented by the individual mortgages within a loan pool that an
uiginator wants to sell. As Jenders pay varying guarantee fees, market
1 fitces may prompt them to pass the distinctions on to borrowers in
lieform of similarly varying mortgage fees. The final and full imple-
| mentation of the Qualified Residential Mortgages (QRM) rule defines
hich loans are exempt from the risk retention requirements of the
! Dodd-Frank Wall Street Reform and Consumer Protection Act. Since
nind and responsible underwriting plays such an important part in
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making sure a loan is originated to avoid rig) ret
€ntiop

good underwriting will have to have the fOllowing e fequj,

Nerg) che"“nt.,

istics:

. arac
« Regular periodic payments that are substantja] ter,
No negative amortization, interest only, or bauo};eQual;
A maximum loan term of 30 years; 0 featype,
Total points and fees that do not exceed 39, of the
or the applicable amounts specified for sma]] loantsotal loap amg,
e Payments underwritten using the maximum ine, UP tog1q, Unt
apply during the first five years after the date op WhieSt Tate thy,
lar periodic payment is due; h the fi r:;y
Consideration and verification of the consumer’s ; !
assets, including employment status if relied upon fcome 54
debt obligations, mortgage-related obligations, alim(’, i Currep
support; and 1Y and ey
Total DTI (debt-to-income) ratio that does not exceeq 439

This means that the ongoing adoption of automated underwris:
systems and their integration with LOS and compliance syst:wn tu?
provide the lending industry the ability to measure risk more ms.w,n
and accurately than ever before. Fannie Mae recently releaseq D%n\c/kly
sion 9.2 that reflected lower maximum LTV, CLTV, and HCLTY rat:;;

for fixed-rate cash-out refinance transactions secured by a one- yp
primary residence. Those transactions are subject to a maximum [Ty,
CLTV/HCLTYV ratio of 80%, instead of 85%. Desktop Underwriter
Release Notes issued in October of 2014 are an example of controlling

risk levels.
For years, the country’s main residential market, sometimes referred

to as the prime market, has relied primarily on average cost pricing. Every

mortgage interest rate includes a premium to cover the risk of default

with all prime borrowers paying the same interest rate. With risk-based

pricing, the alignment of risk and reward is more closely met by giving
lower interest rates to less risky borrowers. Fannie Mac has instituted
the Loan-Level Price Adjustment (LLPA) Matrix and Adverse Marke!
Delivery Charge (AMD), which mandate that higher interest rates aned
or higher minimum mortgage insurance coverage will be as.sessed b?;an
upon certain eligibility or other loan features, such as credit scorejvalue
purpose, occupancy, number of units, product type, and loan-t0



Questions fo, Discussion

4 link at the end of the chapter
"n(:ix ) roved for use by Fannie Maeall
Matlt " ossible that future mechanic:all

Cc
n:;unt that could make mort-
Or a mortgage lolanatmn of loans, such as a
N T n, into
i e financial 11clist1tutlons, such as COmmerCia(;I;e loan account.
ages, are already moving in this general directi rms and stock
ion,

sk bsolete. The idea would be 3 ¢q

recognizing

proke f cross-selling product
e o O - > @ concept that is key to giving thi
futuristi ¢ financia 1515 rclllment 1ts universal applicability. '%hmft';g o
tered i . The finan-
P s ermark;t ; te dlntO by many financial services firms m:
» more of 2 reality due to current and future advances in Int '
er-

. ’ et .
ot is HUD's position on computerized loan origination?

(, Wh

. Expl
ynderwriting.

3, Describe the principal features of Freddie Mac’s Loan Prospector.

4, What does Fannie Mae offer in terms of automated underwriting?

g Explain how credit scoring operates.

¢, Describe the loan risk ratings within which subprime loans fall.

7, Explain the three categories of Internet mortgage originators and

how they differ in approach.
4. Describe the kinds of people who may want to arrange mortgage

loans through the Internet.

9. Describe the dominant online mortgag
online offerings, and list the key online players today.

0. Describe risk-based pricing as it applies to mortgage loans.

4in what is meant by manual underwriting and automated

e originators and real estate



