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1.0 Introduction

This document supports the consulting projects in the mortgage Sub Vertical in the lending industry. It describes the Business – IT model for the industry, which can used as a reference for Cognizant to develop a blue print and a road map for banks and financial institutions who  provide products and services to the  US mortgage industry. 

A Business – IT model is the method of doing business by which an institution can comply, grow, be profitable, and compete in the industry.  The model specifies the following: 

· Industry overview and market analysis – Important definitions, market characteristics, various types of industry players, current and future market trends, competitive landscape etc.

· For target enterprises within the industry – 

· Strategic objectives, products and services, and where they are positioned in the value chain, who  are their customers and how are they using the products and services, and what are their needs

· How is the business organized to provide products and services and cater to the needs of the customer 

· How is the business performing currently and what are the performance objectives for the next 3 to 5 years

· Operational processes and organization that the institution should have to service the market

· What is the current IT model, and what should be the target IT model to meet the Strategic and Operational Requirements.

The table below defines the structure of the document.

	Chapter
	Description

	2. Industry Definition
	This chapter defines the Industry (e.g. Mortgage), business entities (Industry Participants) involved, various business segments, services required by these segments,  market  (for this industry) size,  organizational structure of entities who provide these products and services (e.g. Front Office, Middle Office, Back Office), major operational processes, IT  environments and  industry utilities if any. 

	3.  Market Analysis
	This chapter describes in general the market place, customers, industry players - products and services they provide, or intend to provide, how they are organized, their size, major trends or developments in the market, along with a summary of our conclusions. 

Also detailed are any major IT products, which are in use or emerging, and an assessment of the technology, i.e. business processes they service, and any other qualifications.

	4. Mortgage Lender’s  Current Business Model
	This chapter describes the customers, products, services, etc and IT environment of the  Participant (or a target enterprise)



	5. Mortgage Lender’s  Business Strategy for the mortgage industry
	This chapter defines Business strategy in terms of goals, objectives, critical success factors and constraints, issues, time frames, etc. The focus of this chapter is more geared towards interpretation and understanding of business strategy which can be applied to formulate a Business-IT plan that can be generically applied to the enterprises falling in the Mortgage Lender category. The strategy can be used as a general direction to formulate more specific Business-IT strategy suited for a specific B&FS client in the said industry. Besides the above, this document has tables, questions, etc that can be used to collect the relevant information and analyze.

	6. Mortgage Lender’s  To Be Business – IT Model
	This chapter defines Business strategy in terms of goals, objectives, critical success factors and constraints, issues, time frames, etc. The focus of this chapter is more geared towards interpretation and understanding of business strategy which can be applied to formulate a Business-IT plan that can be generically applied to the enterprises falling in the Mortgage Lenders category. The strategy can be used as a general direction to formulate more specific Business-IT strategy suited for a specific B&FS client in the said industry.

Besides the above, this document has tables, questions, etc that can be used to collect the relevant information and analyze.


2.0 Mortgages Industry Definitions

The Mortgages industry as described in this document is defined as the industry that finances the loans given to consumers for the purpose of purchase, construction or repair of real estate. It does not include finance provided to corporates/individuals for the financing of commercial real estate/farmlands. 

The US Mortgage industry can broadly be classified into four categories – Home, Multi-family, Commercial, and Farm mortgages.

· Home mortgage- Mortgages provided for purchase or construction of a home for occupancy of 1 to 4 families. These form the largest chunk of mortgages generated. Most of the subsequent discussion would be based on the single-family mortgages.

· Multi-family Residential mortgage-Mortgages taken for apartment complexes, which house more than 4 families.

· Commercial mortgages-these are mortgages for development of commercial property including shopping complexes, hospitals, and office complexes

· Farm mortgages-these are mortgages provided for purchase of farmlands

As shown in Figure 1 below, the total home mortgage principal outstanding at the end of 2003 constituted almost 75% of the total US mortgages outstanding. 
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Figure 1 – Mortgage Principal Outstanding

The home mortgages industry in the US has seen explosive growth in the last 2-3 years owing to primarily two different reasons: the easing of government regulations regarding the buying and selling of sub prime loans and the continuing fall of loan interest rates. In fact, in the year 2003 the US home mortgage industry saw record amount of loan originations (both Purchase and  Refinances) of $ 3.675 trillion, of which a major part ($ 2.510 trillion) came about from Refinancing of existing homes. In the next few years, the Refinance loan origination volume is expected to come down and stabilize, as the interest rates keep on inching up.

In a typical mortgage cycle (as shown in Figure 2 below), a borrower approaches (or is approached) by mortgage brokers or lenders.  Upon receipt of borrower and collateral information, the application is pre-qualified and the underwritten.  In this process assistance of ancillary agencies such credit bureaus, appraisal agents and guarantors is obtained.  Following the approval of the loan, the loan is ‘closed’ (i.e. documentation completed and monies disbursed).  The mortgage then needs to be serviced through its remaining life.  In addition the mortgage may eventually be ‘sold’ in the secondary market.
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Figure 2 – Typical Mortgage Cycle
The following mortgage concepts are standard concepts utilized within the US mortgage industry.

Accelerated remittance cycle (ARC). An option whereby an entity selling and/or servicing mortgages to/for the Federal Home Loan Mortgage Corporation reduces the guarantee fee it pays by paying principal and interest payments early and shortening the monthly remittance delay.

Annual mortgage statement. A report, prepared by the lender or servicing agent, for a mortgagor that states the amount of taxes, insurance, and interest that were paid during the year, and the outstanding principal balance.

Assignment of Mortgage: A written document upon which the sale of a closed mortgage is held from one mortgage servicer to the next. The terms and conditions of the original note/mortgage remain the same however.

Certificate of reasonable value (CRV). A document issued by the Veterans Administration (VA) that establishes a maximum value and loan amount for a VA-guaranteed mortgage.

Closing statement. A financial disclosure giving an account of all funds received and expected at closing, including escrow deposits for taxes, hazard insurance, and mortgage insurance. All federally insured or guaranteed and most conventionally financed loans use a uniform closing statement called the HUD-1 settlement statement.

Commitment fee (seller/investor). A fee paid by the loan seller to the investor in return for the investor’s promise to purchase a loan or a package of loans at an agreed-upon-price at a future date.

Conditional prepayment rate (CPR). A standard of measurement of the projected annual rate of prepayment for a mortgage loan or pool of loans. Although the standard CPR is 6 percent per year, it can be quoted at any percentage. For example, a 10.5 percent CPR assumes that 10.5 percent of the outstanding balance of a mortgage pool will prepay each year. 

Deed. The written instrument, which ensures that title (ownership), is transferred (conveyed) during a real estate transaction.

Direct endorsement (DE). A Department of Housing and Urban Development (HUD) program that enables an eligible lender to process and close single-family applications for Federal Housing Administration-insured loans without HUD’s prior review.

Escrow. The portion of the borrower’s monthly payments held by the servicer to pay taxes, insurance, mortgage insurance (if required), and other related expenses as they become due. In some parts of the U.S., escrows are also called impounds or reserves.

Excess servicing fee. The interest rate spread between the weighted average coupon rate (WAC) of a mortgage loan pool and the pass-through interest rate after deducting the servicing fee and the guarantee fee. For example, when the WAC is 9.00 percent for the pool, the pass-through rate is 8.50 percent, the servicing fee is 0.25 percent, and the guarantee fee is 0.21 percent, the excess servicing fee is 0.04 percent. Excess servicing fee receivable (ESFR) is the present value of the projected future cash flows generated by the excess servicing fee. 

FHA value. The value established by the Federal Housing Administration as the basis for determining the maximum mortgage amount that may be insured for a particular property. The FHA value is the sum of the appraised value plus the FHA estimate of closing costs.

Forbearance. In mortgage banking, the act of refraining from taking legal action when a mortgage is delinquent. Forbearance usually is granted only if a borrower has made satisfactory arrangements to pay the amount owed at a future date.

Guarantee fee. The fee paid to a federal agency (or private entity) in return for its agreement to accept a portion of the loss exposure. Guarantee fee buy-up is an up-front fee paid to a loan seller in exchange for a higher guarantee fee. Guarantee fee buy-ups increase the cash received for the mortgages when they are sold, and reduce the excess servicing fee to be collected over the life of the underlying serviced loans. 

Loan guaranty certificate. A Veterans Administration document that certifies the dollar amount of a mortgage loan that is guaranteed.

Normal servicing fee. The rate representative of rates an investor pays to the servicer for performing servicing duties for similar loans. The servicing fee rates set by GNMA and GSEs are generally considered normal servicing fees. A bank may not use its cost to service loans as the normal servicing fee.

Pair-off arrangement. A method to offset a commitment to sell and deliver mortgages. In this transaction, the seller liquidates its commitment to sell (forward sales contract) by paying the counterparty a fee. The amount of this pair-off fee equals the impact of the market movement on the price of mortgages covered under the commitment.

Pledged account mortgage (PAM). A graduated payment loan in which part of the borrower’s down payment is deposited into a savings account. Funds drawn from the account supplement the borrower’s monthly payments during the early years of the mortgage.

Prepayment speed. The rate at which mortgage prepayments occur or are projected to occur, expressed as a percentage of the outstanding principal balance. 

Price level adjusted mortgage (PLAM). A mortgage loan in which the interest rate remains fixed, but the outstanding balance is adjusted for inflation periodically using an appropriate index such as the Consumer Price Index or Cost-of-Living Index. At the end of each period, the outstanding balance is adjusted for inflation and monthly payments are recomputed based on the new balance.

Purchased mortgage servicing rights (PMSR). The rights to service a mortgage loan acquired by purchase. The servicer receives an income stream in the form of a contractual servicing fee for every period until the mortgage matures, is prepaid, or goes into default.
Seasoned mortgage portfolio. A mortgage portfolio that has reached its peak delinquency level, generally after 30 to 48 months.

Servicing agreement. A written agreement between an investor and a mortgage servicer stipulating the rights and obligations of each party.

Servicing runoff. Reduction in the principal of a servicing portfolio resulting from monthly payments, mortgage prepayments, and foreclosures. Runoff reduces future servicing fee income and other related cash flows as well as the current market value of the servicing portfolio.

Short sale. An arrangement entered into between a loan servicer and a delinquent borrower. The servicer allows the borrower to sell the property to a third party at less than the outstanding balance. 
VA no-bid. An option which allows the Veterans Administration (VA) to pay only the amount of its guarantee on a defaulted mortgage loan, leaving the investor with the title to the foreclosed property. 
In the mortgage industry, a key point is that the organizations can play one or more different functional roles, which is demonstrated in Figure 3 below. For example, the thrifts can act as source of funds, mortgage originators, mortgage security investors and servicers. Similarly, there are organizations like First American who can work in various roles in the “Risk Intermediaries” and “Settlement Providers” space. 
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Figure 3 – Mortgage Industry Entities

2.1 Mortgages Value Chain

The complete mortgages value chain generally involves Loan production, Loan servicing, and sales through the secondary mortgage market. Various functionalities involved under these three stages have been described in the diagram 4 below:  
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Figure 4 – Mortgage Value Chain
The key economic function of a mortgage lender is to provide funds for the purchase or refinancing of residential properties. This function takes place in the primary mortgage market where mortgage lenders originate mortgages by lending funds directly to homeowners. This market contrasts with the secondary mortgage market, where lenders and investors buy and sell loans that were originated directly by lenders in the primary mortgage market. Most of the loans mortgage banks sell are originated under government-sponsored programs. These loans can be sold directly or converted into securities collateralized by mortgages. Mortgage banks also sell mortgages and mortgage-backed securities to private investors. 
Broadly, the mortgage value chain consists of three primary activities, which are described in the sections below. 
2.1.1 Loan Production
Mortgage loan production normally consists of four phases: origination, processing, underwriting, and closing. Loan production refers to all the activities involved prior to the ‘closure’ of a loan.  Thus it includes all activities such as solicitation, marketing, lead acquisition, lead management, application processing, underwriting, funding and closing of the loan.

2.1.2 Loan Servicing

Loan servicing refers to that part of the value chain starting from after the closure of the loan, till it is fully repaid and settled.  It includes activities such as periodic payments management, accounting, investor reporting, customer servicing, records management etc.

2.1.3 Secondary Marketing

Secondary marketing refers to all the activities associated with the sale of the mortgage to another party.  It includes activities such as creation of a saleable product, pricing of the sale, identification and delivery of loans.

2.2 Mortgages Market - Major Business Entities

As mentioned earlier, the mortgage industry contains a diverse group of entities.  All these entities can once again fall into one or more than one of the three areas, as described in section 2.1.  These entities along with the high level processes they carry out in the whole value chain are pictorially highlighted in sections 2.2.1, 2.2.2 and 2.2.3.
2.2.1 Loan Production 
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Figure 5 – Loan Production players & their functions
2.2.1.1 Mortgage Originators

Originators perform the role of assessing the prospect’s credit worthiness and deciding on the best product to suit their needs and ability to pay. These are the entities that actually provide the mortgage loans. The borrower can directly contact an originator or go through an intermediary like a broker or a correspondent lender. In exchange for providing funds to the borrowers, the lender receives a note evidencing the borrower's debt and obligation to repay, plus a lien on the subject property.
Different types of Mortgage originators are described below:

Mortgage bankers sell all the loans they create in the secondary market because they do not have the long-term funding sources necessary to hold mortgages permanently. They fund loans by borrowing from banks or by selling short-term notes, repaying when the loans are sold.

A Correspondent could be defined as entity that typically sells the Mortgages it originates to other lenders. The Correspondent performs some or all loan processing functions. The Mortgage is closed in the correspondent’s name and the Correspondent may or may not service the Mortgage. 
A Mortgage Broker could be defined as a person or entity that specializes in loan originations, receiving a commission to match borrowers and lenders. The Mortgage Broker performs some or most of the loan processing functions but typically does not underwrite the loan and generally does not use its own funds for closing. 
Portfolio lenders include commercial banks, savings banks, thrifts or savings and loan (S&L) associations, and credit unions. They are called "portfolio" lenders because they tend to originate loans for their own portfolio, not for resale in the secondary market. These organizations are sometimes referred to as "depository institutions" because they offer deposit accounts to the public. 
· Commercial banks are expected to play a substantially greater role in the primary mortgage market as one of the low cost service providers with a number of significant economic advantages over non bank leaders. 
· A thrift or savings and loan (S&L) entity is a depository institution (or bank) that specializes in originating, servicing, and holding mortgage loans, primarily on residential properties. 
2.2.1.2 Settlement Providers
Settlement Providers consists of three types based on their functions. Those are Credit Reporting Agencies, Property Appraisal Agencies and Closing Agents.

Credit Reporting Agencies

These agencies undertake the credit check on the borrower spending and credit history. There are three big agencies: Experian, Equifax, and Trans Union, all with national databases. Each credit reporting agency collects information from banks, finance companies, department stores, taxing authorities, landlords, and other "credit grantors" and keeps the information in the borrowers’ file.

The credit history shows the borrower’s name, address, Social Security number and birth date; open accounts, with balances and credit limits; whether the payments are made on time or not; whether any of them are or were turned over for collection; any suits, judgments, or tax liens; and so on. It may also include the employer of the borrower, position, and income; former address and former employer; spouse's name, SSN, employer, and income. The other significant information the agencies keep is credit score. 

Property Appraisal Agency

An appraisal of real estate is the valuation of the rights of ownership. The appraiser interprets the market to arrive at a value estimate. As the appraiser compiles data pertinent to a report, consideration must be given to the site and amenities as well as the physical condition of the property. Considerable research and collection of general and specific data are to be accomplished before the appraiser can arrive at a final opinion of value. Due to the many types of value, such as Fair Market Value, Insurance Value, Tax Value and Value in Use, the need to precisely define the purpose of the appraisal is essential. The opinion or estimate of the appraiser is derived by using three common approaches Cost Approach to value, Comparison Approach to value and Income Approach to value. After thorough analysis of all general and specific market data, a final estimate or opinion of value is correlated. 

Loan Closing Agencies

These agencies are designated to conduct the loan closing, and to ensure the mortgage or deed is recorded and the funds disbursed on time. The closing agent can be an escrow company, an attorney or title company agent depending on the region. After the closing agent has received the loan documents, the down payment, if required, and other incidental closing items from the lender, they will make arrangements for the buyer (borrower) and the seller (on a sales transaction) to sign the necessary documentation to consummate the transaction. After the documents have been signed, the closing agent will request the loan funds from the lender. After loan funding, the closing agent will make disbursements based upon the instructions from the lender, seller and buyer. The closing agent will also make arrangements with a title company or county recorder to record any public documents, such as grant deeds or deeds of trust
2.2.1.3 Risk Intermediaries

Insurance Agencies

Risk intermediaries provide different types of insurance at various stages of the loan cycle to make the loan process more viable. There are private insurance entities that provide Private Mortgage Insurance (PMI), Flood Insurance, Title Insurance, Hazard Insurance, etc. The required insurance depends on the quality and LTV of loans and also on the quality of mortgaged property. 
A) Title Insurance: Title insurance protects against any tax liens, unpaid mortgages, or judgments missed in the research of the history of title on the property. The company issuing the title insurance policy will have researched legal records to make sure that the borrower is receiving clear title, or ownership, to the property. Their title search establishes that the seller of the property is the legal owner. The title company offers both a lender's policy and an owner's policy. The borrower pays for a lender's policy and can acquire an owner's policy as well. 

B) Mortgage Insurance: Mortgage Insurance is a financial guaranty that insures lenders against loss in the event a borrower defaults on a mortgage. If the borrower defaults and the lender owns the title to the property, the mortgage insurer reduces or eliminates the loss to the lender. Mortgage insurance fills the gap between the standard requirement of 20% down and an amount the borrower can more easily afford to put down on a purchase than they might otherwise be able to afford. Usually, insurance is provided for the amount over and above the value that meets the LTV ratio of 80%. 
C) Flood Insurance:  This type of insurance is required by the lender for protection against losses due to floods. The lender usually has to do a flood determination to find out if the property being mortgaged is in a flood-affected zone, as defined by the FEMA’s (Federal Emergency Management Agency) flood map. If the property is in a flood-affected zone, the flood insurance vendors provide insurance (usually with a premium of $375 a year). The flood insurance vendors are usually required by the lenders to provide a LOL (Life of Loan) flood tracking to the lenders to take account of the changes to the flood insurance requirements as warranted by FEMA. The flood determination fees are usually added to the closing fees, whereas the flood insurance premium payments are made by the borrower along with the mortgage monthly payments. 
D) Hazard Insurance: Lenders require hazard insurance that covers the outstanding loan on the property. There are many casualty insurance companies that provide hazard insurance. In most cases, the lender is the loss payee on the policy and will receive the proceeds on a claim, paid by the insurance providers. The proceeds will then be used to pay for the repairs, which arise out of incident hazards.

Federal Housing Administration (FHA) 
FHA is a part of the U.S. Dept. of Housing and Urban Development (HUD) and it helps in administering various mortgage loan programs. The mortgage loan is made by a bank, S&L association, Mortgage Company, credit union, or other FHA-approved lender. FHA insures the loan and pays the lender if the borrower defaults on the mortgage. Since the lender is protected by this insurance, it can offer more liberal mortgage terms than the prospective homeowner might otherwise obtain. 
Veteran Affairs (VA)

The VA does not make loans, it guarantees loans made by lenders. VA determines the borrowers’ eligibility and, if they are qualified, VA will issue them a certificate of eligibility to be used in applying for a VA loan. VA-guaranteed loans are obtained by making application to the mortgage originators.
Rural Housing Service (RHS)

The RHS was created in 1994 as a result of the Department of Agriculture Reorganization Act to meet housing and community development needs of rural America with minimal closing costs and no down payment. Under the Guaranteed Loan program, the Rural Housing Service guarantees loans made by private sector lenders. A loan guarantee through RHS means that, should the individual borrower default on the loan, RHS will pay the private financier for the loan.
2.2.2 Loan Servicing

Loan Servicing firms provide the servicing of a loan – collecting the monthly payments, reporting to the investors, and handling the cases of delinquency. Some of the mortgage origination firms outsource the specialized servicing functions to focus on origination. Also, some firms purchase pools of loan after origination and manage the servicing function. 
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Figure 6 – Loan Servicing & Secondary Market players & their functions
2.2.2.1 Servicers

These are specialized players in the loan servicing area and perform the major servicing functions themselves listed above. The servicer can be the loan originator and/or the securities issuer, but need not be either. In cases where the originator sells loans into the secondary market with a clause allowing it to continue servicing the loans, servicing rights are said to be “retained” by the originator. Because servicing produces revenue, all else being equal, loans with servicing released sell for more in the secondary market than those where servicing is retained. Issuers can also service the loans in the pool backing their securities, or a third party can be contracted to handle servicing for the issue. The various types of servicers are discussed below.
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Figure 7 – Servicers & their functions

Primary servicer will be responsible for delinquency management of loans through modifications, and then handling the foreclosure process for loans that cannot be cured. Sometimes these functions are referred to a special servicer who excels at dealing with problematic loans. The primary servicer may also be obligated to advance delinquent principal and interest not received from the borrower, with repayment occurring only if the loan cures or when cash flow from one or more sources of credit enhancement is substituted for cash not supplied by the borrower. 

Master servicer functions to protect the interests of investors by overseeing the actions of the primary servicers and any others involved in the issue and by ensuring timely remittance of funds in case the primary servicer is unable to perform its duties either by performing the primary servicer role themselves or by ensuring the transition to a ‘back-up servicer.’ The master servicer may also be required to advance principal and interest to the trustee or investors in the event that they are not forthcoming from borrowers.

Special servicer is responsible for working the more difficult, often nonperforming loans, first-payment delinquencies, and/or handling the Real Estate Owned (REO) process. Special servicer compensation typically reflects the challenges of these more difficult loans. A special servicing contract might stipulate bonuses for loans in foreclosure proceedings that the servicer returns to cash flowing or to fully cured status, and penalties for underperformance. 
Subservicer performs much of the primary servicer’s role on a fee basis, but do not actually own the servicing rights. Subservicing and servicing are not mutually exclusive business lines and many servicers on both the prime and subprime side do both.
2.2.3 Secondary Marketing

The secondary market consists of GSEs, private investors, banks, financial institutions, insurance companies, pension funds and mortgages investment trusts that buy and sell mortgages as an income stream for their portfolio. The different players in the secondary market and their respective roles in a securitization transaction can be better understood if we discuss the structure of securitization. In the following sections, we will first discuss the structure of securitization and then will move on to discuss the roles the GSEs and private conduits play in the secondary market. Refer to the diagram in section 2.2.2 for details of the secondary marketing players and the associated processes.
2.2.3.1 The Structure of Securitization
Though the process is complex, securitization is designed simply to create market linkages between borrowers and investors. In order for the process to work it must involve a ‘true sale’ of the assets by the “Issuer” (The entity that pools the loans in preparation for structuring their cash flows into securities) to a special-purpose vehicle (SPV), which uses funds raised by issuing debt securities to fund the purchase. A true sale is one that makes the assets (mortgages) ‘bankruptcy remote’ from the securities issuer. That is, if the issuer were to fail, its bankruptcy receiver would have no legal basis to ‘attach’ or claim the assets backing the securities. In order to avoid double taxation, the SPV is typically structured as a trust and in the case of residential mortgages takes the specific form of a Real Estate Mortgage Investment Conduit (REMIC).

Issuers must perform due diligence on the loans in the pool checking for fraud, faulty appraisals, violations of underwriting guidelines, and generally ensure that the loans are originated in compliance with applicable federal and state laws and are described in a fair and accurate manner. The issuer makes ‘representations and warranties’ to this effect in the securities documents. A retail lender pooling its own loans has devised the underwriting standards under which the loans are originated by its own employees. In contrast, the quality of the loans in a pool assembled by a non-originating issuer that has purchased loans from dozens or hundreds of different brokers will necessarily be uneven. Once the pool is assembled and due diligence performed on the loans, preparations are made to transfer them to a SPV. This may be done by the issuer ‘in house’ or with the assistance of a separate investment banking organization that structures the cash flows into securities with characteristics designed to meet market demand. The investment banker or underwriter may also guarantee the sale of the securities. The proposed securities are described in an investor prospectus that provides summary information about the underlying loans and details the characteristics of the securities to be issued, including the form and extent of credit enhancement to be applied. The level of credit enhancement is determined by credit rating agencies (Fitch Ratings, Moody’s, and Standard & Poors) based on collateral quality, servicer rating, issuer reputation for due diligence, and other factors.
Once the ratings have been applied to the securities structured out of pool cash flows, the loans are transferred via a true sale to the SPV. At this point the underwriter has responsibility for placing the securities, either privately or publicly, with investors. For public issues subsequent trading is done over the counter through market-making dealers who hold inventories and maintain bid and ask rates for the bonds.

The final step in the process is the Investor. There are a variety of investor types and there are likewise a variety of motivations for investing in MBS and ABS. Often investors such as pension funds and insurance companies are seeking to generate cash inflows to match their own prospective cash outflows. Others use mortgage securities to hedge other positions, especially around interest-rate risk. Others, such as thrifts, may be looking for assets more liquid than their investment alternatives (thrifts will often swap whole loans to issuers in exchange for securities based on a pool formed from these same loans). Most investors are seeking primarily consistency between expectations and securities’ actual performance, though some are hoping to identify opportunities for above-market returns. 
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Figure 8 – Securitization Process
2.2.3.2 Government Sponsored Enterprises (GSEs)
The majority of mortgage securities is issued/ and or guaranteed by an agency of the US government: The Government National Mortgage Association (Ginnie Mae), or by Government Sponsored Entities (GSEs) such as Federal National Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporation (Freddie Mac). These organizations are federally chartered agencies that support the secondary mortgage market through mortgage purchase and securitization programs. Fannie Mae and Freddie Mac are privately owned, government sponsored agencies that act as conduits-purchasing mortgages and selling securities backed by mortgages. Ginnie Mae, in contrast, is a government owned, government-sponsored agency that guarantees MBSs backed by mortgages insured or guaranteed by FmHA, HUD/FHA and VA.

2.2.3.3 Private Conduits

As discussed in section 2.2.3.1, some private institutions also package loans and issue securities. These securities are known as “private label” mortgage securities. Private conduits buy nonconforming mortgages from multiple lenders and package them into salable securities. In this capacity, they are middlemen between loan originators and investors. Private conduits are highly capitalized, and willing and able to take risk. Their high level of capitalization permits them to accumulate and fund large volumes of mortgages to securitize as MBS. The existence of conduits allows small lenders to participate in the secondary mortgage market that might not be able to otherwise. Some of the popular private conduits are Sears, RAC, GMAC and MGIC.
A high level ER diagram listing the entities in the mortgage value chain along with their relationships is being attached below.
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Figure 9 – ER Diagram for whole Mortgage Value chain
2.3 Mortgages - High Level Processes

[image: image38.wmf][image: image39.wmf]There are three high level processes in Mortgage Value Chain, as described in the following sections.
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Mortgage loan production consists of Loan origination, Loan processing, Loan underwriting, and Loan closing. Banks commonly create mortgage origination through retail as well as wholesale sources.
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2.3.1.1 Loan Origination

Loan Origination broadly consists of two categories of activities: 

· Pre-qualification

· Disclosures generation 

The third activity which generally starts from the time the loan application is submitted and runs through the time of loan closing is “Pipeline Management”. We will discuss about this activity in this section, even though strictly it may not be included as a part of loan origination.

2.3.1.1.1 Pre-qualification

During the prequalification process, a lender analyses borrower’s financial situation by applying basic underwriting standards (such as housing and debt ratios) and provides an estimate of a mortgage that is affordable. The lender verifies the income, debt and capacity of borrower to pay the down payment. The information pertaining to the collateral and borrower is collected. The loan application also captures the loan product information (e.g. 30 year FRM, 3/1 ARM or HELOC) which the borrower prefers to go for. Initial Loan Pricing is done once all the relevant information collected from borrower is passed unto the loan pricing engine of the lender. The pricing engine utilizes collected information to come up with various loan scenarios. On a broad level, the pricing engine runs the loan characteristics against the guidelines of various set of investors (including that of GSEs) and determines whether the loan is eligible to be ultimately sold to the investors. All the processes mentioned beyond this section will take place only when the borrower is comfortable with the loan price generated either by Automated or Manual underwriting or he/she wants to go ahead and apply for the loan based on its terms and conditions. 

2.3.1.1.2 Disclosures Generation

According to the federal government guidelines, a set of disclosure documents need to be generated and sent to the borrower, once the borrower agrees to apply for the loan from the lender. Usually all these sets of documents are generated with the help of a third party application, which gets its inputs from the lender’s Loan Origination System (LOS). The names and a brief description of some of these documents are as listed below.

Good Faith Estimate of Settlement Costs (GFE) - The lender or mortgage broker must provide a Good Faith Estimate of settlement service charges that is likely to be paid by the borrower. 

Servicing Disclosure Statement -The lender or mortgage broker must inform the borrower in writing, when loan is applied or within the next three business days, whether it expects that someone else will be servicing the loan.                                                                                    Truth in Lending (TIL) Statement – This statement has to be provided as required by Federal Law. It discloses the terms of the loan, including the interest rate, the loan amount, the annual percentage rate (APR) and the total payments required. All these terms are based on initial pricing of the loan.  

2.3.1.1.3 Pipeline Management
A mortgage commitment is said to be in the “pipeline” when an application is taken from a prospective borrower. Commitments remain in the pipeline throughout the processing and underwriting period. When the loan is closed, it is placed on the bank’s books in a warehouse account where it remains until sold and delivered to an investor. The loans that the bank plans to retain are transferred to the permanent loan portfolio after closing. A mortgage bank normally grants the consumer the option of “locking in” the rate at which the loan will close in the future. The lock-in period commonly runs for up to 60 days without a fee. Changes in interest rates influence the volume of loan applications that the bank closes, the value of the pipeline commitments, and the value of commitments to sell mortgages in the secondary market.  Hedging the Pipeline by selling forward the percentage of the pipeline that the bank expects to close is the most common technique against fallout. 
Pipeline Management Reporting systems typically monitor the volume of loan applications that will continue through the various aspects of the origination process, become marketable loans, and be delivered to investors. The reports also monitor the status of delivery commitments to investors, the effectiveness of hedges, and historical fallout rates for each specific loan category.  

2.3.1.2 Loan Processing

Loan Processing consists of 

· Verification of Income, Employment & Financials

· Property Appraisal

· Credit Scoring 
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Figure 10 – Loan Processing Processes 
During the loan processing stage, once the credit package is received from the borrower, the lender does an OFAC (Office of Foreign Assets Control) search against the borrower’s name. OFAC maintains a list of “Specially Designated Nationals” (SDN) and “Blocked Persons” that is made available to all institutions covered by the laws and regulations administered by OFAC. If the borrower’s identity matches with any of the SDN or Blocked Persons’ list, then further manual check is carried out and the verification of the documents follows it. In case of no match of identity, the verification of documents is carried out as mentioned in the following sections. 

2.3.1.2.1 Verification of Employment, Income & Financials
The lender will require several sets of documents from the borrower including (but not limited to) Pay stubs, W-2 forms, Savings proofs and other debt proofs for the processing of the loan. The complete list of documents required however will vary depending upon the doc type and characteristics of the loan. 
2.3.1.2.2 Property Appraisal

An appraisal of the property is a critical factor in determining how much of a mortgage the lender will approve, as the property serves as collateral for the loan. For further details please refer Section 2.2.1.2.1
2.3.1.2.3 Credit Scoring
In the loan processing stage of the loan application, one of the important activities is the ordering of the Credit reports for the borrower from the credit reporting agencies. For further details please refer Section 2.2.1.2.2.
2.3.1.2.4 Title Search

A title search is a detailed examination of the historical records concerning a property. These records include deeds, court records, property and name indexes, and many other documents. For further details please refer Section 2.2.1.3.
2.3.1.3 Loan Underwriting

Loan Underwriting consists of: 

· Evaluation of 3C’s : Collateral, Capacity and Credit

· Validation & Review of Employment status, Income & Appraisal status

· Loan Re-pricing
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Figure 11 – Loan Underwriting Processes
2.3.1.3.1 Evaluation of 3Cs

In the Loan Underwriting process, the lender evaluates the loan application and borrower based on collateral, credit pull and capacity of borrower to pay back the mortgage. The diagram below explains the parameters to be checked under 3C’s.
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Figure 12 – 3 “C” of Loan Underwriting
2.3.1.3.2 Validation and Review of Borrower Information details

During the underwriting stage, the loan underwriter does a second level review and validation of all the documents to verify information supplied by a mortgage applicant, such as income, employment, and down payment sources. Also the appraisal report of the financed property is verified to determine if its value is sufficient to serve as collateral for the mortgage.

2.3.1.3.3 Loan Re-pricing
The re pricing of the loan (another iteration of the loan pricing) is done in the underwriting stage. After the initial guidelines check is done and a loan confirms to the Fannie Mae and/or Freddie Mac guidelines, then the loan parameters need to be sent to the DU and/or LP for underwriting so that the loan can be ultimately sold to the agencies. The process which is followed in this phase is essentially similar to the steps which are described in the loan pricing stage of the loan origination phase. 

2.3.1.4 Loan Closing

Loan Closing consists of: 

· Loan Funding

· Loan Documentation & Delivery

· Post Funding Quality Control
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Figure 13 – Loan Closing Processes

2.3.1.4.1 Loan Funding

The closing agent receives instructions from the lender on how the loan is to be documented and the funds be disbursed. He will collect all of the necessary exhibits from the borrower, the seller and the lender. The closing agent will make sure that all necessary papers are signed and recorded and that funds are properly disbursed and accounted for when the closing is completed. Usually, the funds are transferred from the lender to the closing agent’s account, who subsequently transfers the amount to the borrower’s/property seller’s bank account. 

2.3.1.4.2 Loan Documentation & Delivery

The individual who performs the closing, whether bank employee or agent, obtains all required documents before disbursing the loan proceeds. Obtaining all front-end documents, (e.g., note, preliminary title insurance, mortgage assignment(s), insurance/guaranty certificate), is the responsibility of the closing division of the mortgage lender. 

The generation of the documents at the loan closing has become such a specialized function that the generation of these documents is usually handed over to the third party agencies. These agencies, with the help of the loan parameters (passed to them by the LOSs of the lenders) and Doc-Drawing products generate the documents, which are subsequently presented to the borrower for his/her signing. 
Within 24 hours prior to the actual closing, borrower and the real estate agent make a final inspection of the property to make sure any required repairs have been completed, all property described in the sale contract, such as kitchen appliances, carpeting and draperies are present and that no recent fire or storm damage has occurred. In most cases, the lender will make a similar inspection before closing.

2.3.1.4.3 Post Funding Quality Control 

HUD, Freddie Mac, Fannie Mae, Ginnie Mae, and most private investors require the lender to have a quality control unit that independently assesses the quality of loans originated or purchased. The quality control function tests a sample of closed loans to verify that underwriting and closing procedures comply with laid down policies or practices, government regulations, and the requirements of investors and private mortgage insurers. The unit confirms property appraisal data and borrower employment and income information. It also performs fraud prevention, detection, and investigation functions. It also checks for compliance with various regulations. 
2.3.2 Loan Servicing
Loan servicing refers to that part of the value chain starting from after the closure of the loan, till it is fully repaid and settled.  It includes activities such as periodic payments management, accounting, investor reporting, customer servicing, records management etc.
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After the loan closing, the lender designated to perform the loan servicing will notify the borrower(s) of the terms and conditions of the loan and indicate the mailing address for payments. In addition, servicers are the primary repository of information on the mortgage loans. Thus, they must maintain accurate and up-to date information on mortgage balances, status and history and provide timely reports to investors. Depending upon the lender, the mortgage may be sold to a secondary market investor while the servicing remains with the lender; which is typical of a mortgage banker. At other times the lender may keep the mortgage as an investment and also act as the servicing agent. This is typical of a large depository lender like a savings bank. In some cases, the lender that funds the mortgage may sell both the mortgage note and the loan servicing. Servicing fees are based on the outstanding mortgage balance. To be successful, the servicer must comply with investor requirements and applicable laws, have strong internal controls, and manage costs. 

Once the loan has been closed by the loan originator with the help of closing agents, the loan has to be set up by the servicer. The loan setup includes creating a loan id with all the specific details regarding borrower, collateral, originator added to the servicer database. The loan setup also includes taking note of all the financial details (e.g. interest rate, payment period, cash inflow, amortization schedule) regarding the loan. Once the loan has been setup, other functional areas of loan servicing outlined below starts:    
· Cash management

· Investor accounting and reporting

· Document custodianship

· Escrow account administration

· Delinquency Management

· Customer service
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Figure 14 – Loan Servicing Processes

As a part of loan servicing, the above functions happen on a timely basis whether daily, weekly or monthly. Cash Management, investor accounting and reporting and escrow account administration are related to financial details of the loan as the servicer has to maintain capital adequacy as well as money management. These are primary servicing functions which are ought to be done by the servicer itself. Delinquency Management and document custodianship are operational functions as it is related to tracking the defaulters and safe-keeping of loan documents. 
2.3.2.1 Cash Management
Cash management consists of collecting borrowers’ mortgage payments and depositing those funds into custodial accounts. Subsequently, the principal and interest portion of each payment is separated from the portion set aside for escrow items (insurance & taxes). These custodial accounts require daily balancing and monthly reconciliation, control over disbursements, and the deposit of funds into appropriate financial institutions. The cash movement and tracking between client controlled accounts and investments which generate revenue for the client.  This includes account “sweeps”, investment redemption and investor payments. Other functions include managing servicer /investor banking relationships.  
2.3.2.2 Investor Accounting and Reporting
Investor accounting and reporting consists of performing various recordkeeping functions on behalf of investors. Servicers process borrowers’ loan payments and remit principal and interest to investors according to the specifications. A servicer’s investor reporting responsibilities involve preparing monthly reports to investors on principal and interest collections, delinquency rates, foreclosure actions, property inspections, charge-offs, and OREO. Servicers also report information to consumer credit bureaus on the past-due status of a homeowner’s loan. Other functions include performing quality assurance, verifying bond model calculations, preparing REMIC reports, coordinating with paying agents and trustees and maintaining investor website
2.3.2.3 Document Custodianship
Under Document custodianship, the servicer is responsible for ensuring that collateral documents are obtained and released for loan servicer portfolio. A servicer may be involved in document custodianship or may outsource it to a third party agency.
2.3.2.4 Escrow Account Administration
During the mortgage account analysis, the lender reviews escrow amount and determines if it is adequate to cover the fees for insurance, taxes and any other premiums paid through escrow. If the amount is found to be insufficient, the lender may ask to increase regular monthly payments. Other functions within escrow account administration include collecting and holding borrower funds in escrow to pay real estate taxes, hazard insurance premiums, and property assessments, setting up the account, making timely payments of tax and insurance funds and analyzing the borrower’s account balance in relation to anticipated payments annually, and reporting the account balance to the borrower annually.
2.3.2.5 Delinquency Management
Delinquency management basically refers to default Management, which includes tracking and reporting the status of loans that are in various stages of default. It also includes delinquency reporting, foreclosure, REO marketing (Consists of managing and disclosing foreclosed properties, being involved in repairs and inspection), account review and consulting with servicers on miscellaneous issues like partial releases, assumptions, hazard insurance settlements etc.
2.3.2.6 Customer Service
The loan servicer is required to provide information to borrowers on their mortgage loans. Generally, the loan servicer has a toll free number that borrowers may call for information on such items as loan balances, interest paid, amortization schedules, escrow balances, etc. Customer Service is also responsible for creating and maintaining a positive relationship with borrowers. It is highly essential and important before and after servicing portfolio purchases or sales, or during periods of high business activity.
2.3.3 Secondary Marketing

The banks raise deposits and use the money to provide loans & mortgages. So the ability of a bank to provide loans is limited by the extent to which it can raise deposits. This on an aggregate scale also limits the total demand the mortgage market can manage. In order to increase this limit, the secondary market evolved. In the secondary market, investors looking for investment avenues purchase loans from the lenders. This provides lenders with additional cash to make more mortgages. 
Secondary Marketing basically consists of two broad categories of processes:

· Selling - Product Development, Credit Enhancement, Pooling, Pricing and Risk Management

· Delivery of Loans - Document Management, Cash Management and Third party Certifications
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2.3.3.1 Selling

A bank’s secondary marketing department, working with production management, is responsible for developing, pricing, selling, documenting, and delivering mortgage products to investors. A bank must consistently demonstrate reliable performance in underwriting, documenting, packaging, and delivering quality mortgage products to remain in good standing with secondary market participants. Poor performance of loans sold could lead to unfavorable prices for future sales or terminated relationships.
2.3.3.1.1 Product Development

Mortgage loans sold to government-sponsored agencies must meet each agency’s specific underwriting and eligibility guidelines. FHA and VA loans are eligible for sale into GNMA securities. Conforming conventional loans (and certain FHA and VA loans) may be sold into FNMA and FHLMC securities. Nonconforming (jumbo) conventional mortgages which do not meet agency underwriting guidelines may be sold through private label securities or to private investors. The secondary marketing department should ensure that the loan products the bank intends to sell meet the guidelines established by investors. Before offering a new type of loan, the secondary marketing department should determine its marketability and consider the bank’s ability to price, deliver, and service the product. 
2.3.3.1.2 Credit Enhancement
Credit enhancement is what enables investment-grade debt (triple B minus and above) to be constructed from loans pooled by and/or originated by companies without investment-grade ratings themselves or with ratings below those of the securities they issue. The level of credit enhancement is determined by credit rating agencies (Fitch Ratings, Moody’s, and Standard & Poors) based on collateral quality, servicer rating, issuer reputation for due diligence, and other factors. Credit enhancements typically come in one of three forms: insurance, overcollateralization, and senior-subordinate structure. Insurance is provided by bond insurers, corporate guarantees, or letters of credit and it guarantees that holders of investment-grade tranches will receive their payments irrespective of the actual cash flowing into the trust. The second type of internal credit enhancement, overcollateralization, involves selling bonds to investors, the face value of which is less than the total collateral balance of the pool (a positive ‘collateral-to-bond balance ratio’). In effect, this structure uses the excess collateral as a form of insurance should some of the individual loans default. The excess interest generated by the additional collateral can be used in part to accelerate principal pay-down. Senior-subordinated structures provide credit enhancement by prioritizing payments such that losses are taken first by one or more junior classes, thus protecting the higher-rated senior securities. 

2.3.3.1.3 Loan Pooling

A bank can sell mortgages in the secondary market as an individual (whole) loan or as part of a pool of loans. Pools are usually made up of loans with similar characteristics, such as product type, underwriting terms, interest rate, original or remaining maturity, and payment frequency. Banks that originate a substantial number of mortgage loans normally pool them to sell because it produces a higher price and reduces transaction costs. 

2.3.3.1.4 Mortgage Pricing

Mortgage pricing is closely tied to the mortgage-backed securities market. The servicing option and remittance cycle also influence the price. Price quotes for FNMA, FHLMC, and GNMA mortgage-backed securities are readily available on automated security screens at most secondary marketing departments. Because of guarantee fees and normal servicing fees, mortgages are typically sold into securities with pass-through rates 0.5 percent below the mortgage note rate. Management should give appropriate consideration to mortgage pricing to ensure it is consistent with the company’s strategic plan and earnings objectives. Although secondary marketing personnel should establish prices with input from the head of production, originators should not be allowed to overly influence or dominate pricing decisions.

A) Recourse Options

A bank can choose to service loans for investors on either a recourse or non-recourse basis. Servicing with recourse allows the bank to increase the price at which it sells loans. Management should ensure that the bank is adequately compensated for the credit risk retained. If the bank retains recourse on any other transactions, regulatory accounting prohibits sales treatment unless the expected loss exceeds the bank’s exposure. The bank must establish appropriate reserves for all recourse exposure. 

B) Guarantee Fee, Float, and Remittance Cycle

The amount of guarantee fees the bank pays agency and private guarantors is negotiable. Guarantee fees are based on the amount of risk assumed by the bank and the timing of cash flows (remittance cycle) paid to the investor. The longer the guarantor holds the mortgage payments, the smaller the guarantee fee necessary to compensate them. If the bank buys up the guarantee fee, it increases the amount of cash it receives in exchange for a smaller excess servicing fee when the mortgages are sold. When the bank buys down the guarantee fee, it receives less cash from the sale in exchange for a larger excess servicing fee over the life of the underlying loans.

2.3.3.1.5 Risk Management
From a lender’s perspective, risk is the potential that events, unexpected or unanticipated, may have an adverse impact on the bank’s capital or earnings. The primary types of risks (not all inclusive) associated with mortgage banking are: credit risk, interest rate risk, price risk and compliance risk. These categories are not mutually exclusive; any product or service may expose the bank to multiple risks. These are discussed in a little more details in the following paragraphs.
A) Credit Risk: Credit risk is the risk to earnings or capital arising from an obligor’s failure to meet the terms of any contract with the bank or to otherwise fail to perform as agreed. Credit risk is found in all activities where success depends on counterparty, issuers, or borrower performance. It arises any time bank funds are extended, committed, invested, or otherwise exposed through actual or implied contractual agreements, whether reflected on or off the balance sheet.
B) Interest Rate Risk: Interest rate risk is the risk to earnings or capital arising from movements in interest rates. Interest rate risk arises from differences between the timing of rate changes and the timing of cash flows (re-pricing risk); from changing rate relationships among different yield curves affecting bank activities (basis risk); from changing rate relationships across the spectrum of maturities (yield curve risk); and from interest-related options embedded in bank products (options risk). 
C) Price Risk: Price risk is the risk to earnings or capital arising from changes in the value of portfolios of financial instruments. This risk arises from market-making, dealing, and position-taking activities in interest rate, foreign exchange, equity, and commodities markets.
D) Compliance Risk

Compliance risk is the risk to earnings or capital arising from violations of, or non-conformance with, laws, rules, regulations, prescribed practices, or ethical standards. Compliance risk also arises in situations where the laws or rules governing certain bank products or activities of the bank’s clients may be ambiguous or untested. 

2.3.3.2 Delivery of Loans
In Secondary Marketing, after the loans have been pooled and priced in different forms or products, the document management and third party certifications are essential for selling of the pool of loans. Third party certifications add value to the pool of loans and increase its marketability and make it more saleable.    
2.3.3.2.1 Document Management

To fulfill its delivery responsibilities, the banks must obtain all mortgage documents for its investors. Front-end documents are obtained before, or at, closing. Post-closing documents such as mortgages, assignments, and title policies must be recorded by local authorities or issued by the title company. Post-closing documents may normally be received up to 120 days after closing. A good tracking system for document collection activities is necessary to ensure an effective process. The system should identify the customer by name, the document missing, and the number of days since loan closing. Failure to obtain mortgage documents in a timely manner can result in unnecessary financial and legal exposure for a bank. 
2.3.3.2.2 Third Party Certifications

A bank that sells mortgages into GNMA securities must obtain a third party certification that all loan documents are on file. A bank’s affiliate or subsidiary company is eligible to certify the pools; however, in this arrangement GNMA requires the bank to have a separate trust department. The file custodian issues the final pool certification after verification that all documentation is complete. If one loan in the pool is missing a single document, the entire pool may not receive final certification.

2.3.3.2.3 Cash Management

Selling of loans in secondary marketing also involves Cash management which consists of making timely payments to investors. These accounts require daily balancing and monthly reconciliation, control over disbursements, and the deposit of funds into appropriate financial institutions. The cash movement and tracking between client controlled accounts and investments which generate revenue for the servicer.  This includes account “sweeps”, investment redemption and investor payments. Other functions are managing daily investments, processing daily electronic funds transfer, managing servicer /investor banking relationships and cash activity.
2.4 Mortgages – Business Segments

The home finance market can be segmented based on different aspects of the mortgage market. All these segments have been elaborated in the following sections. 

2.4.1 Mortgage Origination Channels

The US mortgage banking business model is built around unbundling, functional specialization and securitization. As for the segmentation of the market, the market is primarily segmented based on the following three major categories of players through which mortgages are originated.
Retail: Any loan directly funded by a lender to the consumer – either through a branch office, a call center, the internet or some other direct means.

Correspondent: could be defined as entity that typically sells the mortgages it originates to other lenders. The Correspondent performs some or all loan processing functions. The mortgage is closed in the correspondent’s name and the Correspondent may or may not service the mortgage. 
Mortgage Broker: could be defined as a person or entity that specializes in loan originations, receiving a commission to match borrowers and lenders. The broker performs some or most of the loan processing functions but typically does not underwrite the loan and generally does not use its own funds for closing.
In case of correspondent and broker originations, the loans are usually table-funded or the warehouse line of credit is utilized for the funding.
Role of major players like Correspondents, Brokers and Portfolio Lenders have been discussed in earlier sections.
The broad distribution of market shares among these three categories of players is attached below

[image: image13]
Source: Countrywide Financial Corporation

2.4.2 Types of Loan Purpose

Purchase transactions are defined as those in which the borrower uses the proceeds of the Loan to finance the purchase of the subject property. The creation of a new mortgage by modifying an interim construction loan or term note into permanent financing may be considered a purchase money transaction as long as the borrower receives no cash from the settlement.

Refinance transaction are those in which the borrower uses the proceeds of the loan to pay off an existing mortgage loan and enter into a mortgage loan either with the same lender or with a different lender. Homeowners refinance their mortgages is to take advantage of lower interest rates. The house owners may opt to refinance as a source of obtaining money at a low interest rate. The first of these transactions is termed as No-Cash Out Refinances, whereas the second of these is termed as Cash Out refinance transactions.   
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2.4.3 Types of Loan Funding

Direct Funding occurs when the originating lender actually funds the loan out of their own proceeds and serves as the servicer of the loan to the mortgagor.

Table Funding occurs when a loan is closed by a lender or a correspondent lender with the funds provided by another investor. The loan is immediately assigned to the funding investor. 

Warehouse Line of Credit occurs when a lender originates loans drawn on a line of credit with another financial institution. The closed mortgage serves as security in the interim period from the time of servicing until it is sold in the secondary market. The originating lender utilizing this type of funding typically closes in his/her own name and may or may not service the loan for a temporary period of time.  

2.5 Mortgages - Products 

2.5.1 Products in Primary Market 
There are several different types of mortgages in the primary market. These are designed to suit various requirements of the borrowers including the length of mortgage, capability for initial payment, and the other financial obligations. Mortgages can be broadly classified into two product categories namely Conventional and Government Insured Loans. Conventional Loans can be further classified into conforming and non-conforming loans. Mortgages can be classified into product categories such as FRM, ARM, Hybrid etc.
2.5.1.1 Product Categories

Government Loans

These are loans either guaranteed/insured by The Federal Housing Administration (FHA), which is part of the U.S. Department of Housing and Urban Development, the Veterans Administration (VA), and the Rural Housing Service (RHS), which is a branch of the U.S. Department of Agriculture. These agencies do not typically originate loans (except for low income and other specific borrowers) directly but guarantee/insure loans originated by others provided they meet their underwriting norms.
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Figure 15 – Type of Mortgages

Conventional Loans 

A conventional loan is one that is not insured by the Federal Housing Administration (FHA) or guaranteed by the Veterans Administration (VA). These are further classified into conforming and non-conforming loans. 

· Conforming loans comply with the loan size limitations, amortization periods, and underwriting guidelines set by Freddie Mac and Fannie Mae in secondary market. Conforming loans may be sold to the Freddie Mac or Fannie Mae (Government-sponsored enterprises or GSEs), which, in turn, securitize, package, and sell these loans to investors in the secondary market. 

· Non-conforming loans are not eligible for purchase by a GSE, but can be sold in the secondary market as whole loans, or can be pooled, securitized, and sold as private-label mortgage-backed securities. Non- conforming loans comprise Jumbo loans, subprime loans and “Alt” A loans.

· Jumbo loans are the loans in which the loan amount is above the limit set by Freddie Mac & Fannie Mae. Jumbo loans have interest rates higher by about 0.25 percent to 0.50 percent than the conventional loans. 

· Subprime loans are loans given to borrowers with poor credit history whose credit characteristics do not meet the requirements of Fannie Mae & Freddie Mac. These loans typically have higher down payment and higher interest rates. 

· "Alt” A mortgage loan is provided to borrowers who have good job stability, good income, but their credit scores don't fit the "A Credit" guidelines. 
2.5.1.2 Product Classifications

Mortgages can also be classified based on applicable interest rates. These are Fixed-Rate Mortgage (FRM) with an interest rate that will never change over the entire life of the loan irrespective of changes in the market rates and economic trends and Adjustable-Rate Mortgage (ARM) that has an interest rate that changes based on changing market rates and economic trends.
Hybrid Loans combine the features of a FRM and an ARM. The hybrid loan’s interest rate and monthly payments are fixed over a specified period of time beyond which the loan will convert into and stay as an ARM for the remainder of the loan term. 
Balloon Mortgage offers an initial fixed interest rate for five to seven years and then requires a "balloon" payment. The balloon payment is the final payment of the loan and pays off the entire balance. 
Graduated Payment Mortgages (GPMs) would have a fixed interest rate with monthly payments that gradually increase by predetermined amounts during the early years of the loan and then level off, say after 5 years.                            
Reverse Mortgages pay money to the borrower as long as the borrower lives in his/her home. These loans are designed for people aged 62 and above who own their homes and need an inflow of cash. The loan is against the equity of home and isn't paid off until the borrower sells or moves out of the home. 

In case of Bridge Loans, the borrowers who plan to take a new home before selling their current one go in for a bridge loan to span the gap between the two transactions. Bridge loans can either be structured to completely pay off the old home's mortgage or to add the financial obligation of the new home to the existing mortgage. 
2.5.2 Products in Secondary Market 
Lenders, government-sponsored agencies and investors exchange mortgages in the secondary mortgage market in several forms: Whole loans, Participation and mortgage-backed securities. 

· Whole Loan Sales – A whole loan is the sale of 100 percent of an unsecured loan or unsecured pool of loans. Investors, as owners hold the actual mortgage and promissory note for each loan until maturity. Investing in whole loans has its drawbacks. 
· Participation sales – A participation sale is the sale of a partial interest in a loan or pool of loans with the originating lenders retaining a percentage interest. Participation sales usually involve conventional loans with a 90/10 investor to lender ownership split. 
· Mortgage-Backed Security (MBS) Sales – The debt instrument formed by securitizing a pool of similar type mortgages is called a mortgage-backed security or MBS. The pooled mortgages have individual interest rates limited to a stated range or spread, and provide an investment return through regular payments of principal and interest. An investor in a mortgage-backed security holds a security interest in a mortgage pool, instead of holding an actual mortgage and promissory note. Ownership is evidenced by certificate. Types of Mortgage-backed Securities are Pass-Through Securities, Mortgage-Backed Bonds and Special Mortgage-Backed Securities. Most common special MBSs are Collateralized Mortgage Obligations (CMOs) and Real Estate Mortgage Investment Conduits (REMICs).
2.6 Organizational Structure

There are a variety of organizational structures depending on the size and complexity of the role the organization plays within the mortgage industry.

Below are three sample organization structures for players in the mortgage industry. The first two organizational structures represent the divisional hierarchy of mortgage lenders. Out of these, the first diagram represents the org structure for a large commercial bank whereas the other one represents the org structure for a thrift. The third diagram represents sample organizational structure for a GSE.

2.6.1 Sample Organization Chart for a large lender 
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2.6.2 Sample Organization Chart for a Thrift 
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2.6.3 Sample Organization Chart for a GSE

[image: image19.png]Title Insurance

GSE
CEO

Credit
Guaranty
Business

[

Mortgage Liquid
Portfolio Investments
1
Mortgage Non- Mortgage Risk Risk Management
Mfgg:sge gleocr:jgn_aﬁg; I “VSS':::; s security security Management - Mortgage Related
Investments Investments - Loans Securities





3.0 Mortgage Industry Analysis

This chapter describes Mortgage industry including the industry evolution, participants, statistics, IT environments, trends and strategies.

3.1 Industry Evolution

The deposit-based system, which dominated the US mortgage market until rather recently, has been evolving for some time, but the basic structure of the system was solidified with the 1930s creation of the Federal Home Loan Bank System (FHLB) and deposit insurance. This gave the thrifts a reasonably reliable low-cost source of funds, which, along with a legal framework that allowed for foreclosure and eviction and thrifts’ ability to know local markets, generated enormous increases in mortgage lending and homeownership. The system became unraveled due to

· Regulations that put ceilings on deposit rates and limits on branches
· Moral hazard–type problems that led to excessive risk taking and the failure of large numbers of institutions in the 1980s
Nonetheless, the system has survived. Deposit rate ceilings and branching restrictions no longer exist, and the industry is well capitalized. It has a new regulatory structure and, combined with increased mortgage holding by commercial banks, accounts for about half of the conventional mortgage market.

3.1.1 Evolution of the Secondary Mortgage Market

The rise in the secondary market in the 1970s and 1980s came about because of standardisation of pools of mortgages, brought on by three secondary market agencies: the Fannie Mae, the Ginnie Mae, and the Freddie Mac. Annual sales of mortgages to these three institutions have risen from $69 billion in 1980 to more than $700 billion in 1999; they now own or are responsible for about half of the outstanding stock of single-family mortgages. Today’s main reason for the important role of secondary markets is that they have been able to compete successfully with depositories, mainly because they are a low-cost way of managing cash flows and raising money for mortgages. 

3.1.2 Evolution of the Sub Prime Mortgage Originations industry

The sub prime first-mortgage business emerged in the early 1990s as falling interest rates made it possible for home-equity lenders to refinance existing high-rate first mortgages and allow borrowers to cash out some of their accumulated equity to pay down credit card debt or finance other purchases. Other reasons for increase in sub-prime mortgage business are

· A single loan that lowered the interest on the primary housing debt and reduced other monthly interest expenses, while also converting consumer debt to tax-deductible housing debt. 
· Improved lien position which lead to lower levels of credit risk, broadening the appeal among secondary market investors. 
· Industry expertise and technological advances made it possible to price the combined risk associated with lower credit quality of the borrower, reduced down payment, and less certain collateral value of the home being financed.

Beginning in the late 1990s, prime lenders began moving heavily into sub prime lending, a trend enhanced by the enactment of the 1999 Gramm, Leach, Bliley Financial Services Modernization Act (GLBA), which fostered the growth and development of large, diversified financial services corporations. The trends that followed involved purchasing leading sub-prime outfits, such as the purchase of The Associates by Citigroup, Household Finance International by HSBC Holdings Plc., The Money Store by First Union, and Long Beach Mortgage by Washington Mutual. Others among the current leading sub prime originators, such as Ameriquest, Option One, and New Century, grew through a combination of mergers and acquisitions, as well by expanding existing operations. 

3.2 Market Players and their Performance

There are a variety of market players in the mortgage industry as has been mentioned in the sections above. 

3.2.1 Leading Mortgage Originators

2003 was a year in which residential lenders funded a record $3.904 trillion in loans, 71% of which were re-financings. The states in the US in which most of the loans were originated were California, New York, New Jersey, Florida, Texas and Illinois. 
According to the table for Big Five Funders, in year 2003, the big players among mortgage originators were: 
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Production side of Mortgage Industry is consolidating however each player is following different strategies to drive growth. 
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3.2.2 Sub-prime mortgage origination market

In 2003 all sub prime lenders funded a record $385 billion, 60% gain from the year before, compared to $3.9 trillion funded by all home lenders. The top 70 sub prime lenders funded $339 billion or 90% of every sub prime loan funded. In the sub prime originations industry in 2003, the privately-held Ameriquest funded a record $41 billion in mortgages, to become the nation's number one ranked sub prime lender. Other top players included New Century, Household, CitiFinancial and First Franklin. 

3.2.3 Residential Wholesalers in 2003

According to rankings compiled by National Mortgage news for year 2003, Countrywide funded $98.9 billion through loan brokers, edging out Washington Mutual by $2.5 billion for the first place. Among the correspondent funders, Countrywide gobbled up more mortgages than any other buyer (excluding the GSEs), acquiring $222.1 billion in loan production while WaMu was second with $195.7 billion. 

3.2.4 Warehouse Lending

The warehouse market basically follows the primary market. From 2001 to 2003 warehouse commitment volumes and usage of those lines skyrocketed as mortgage bankers funded a record amount of home mortgages. As of year 2003, 87.2 billion dollars are outstanding. As for the players who dominated the segment, GMAC-RFC of Bethesda, Md., once again ranked first among warehouse lenders. Other firms, such as Bank of America, Washington Mutual, and the Citigroup-owned First Collateral Services are making inroads. 

3.2.5 Leading Mortgage Servicers

According to figures compiled by National Mortgage News, there is roughly $7.081 trillion in outstanding housing debt (both first and second liens) in the U.S. Many housing and mortgage economists estimate that during the next 10 years housing debt should grow by 7% to 8% a year. Servicing business is getting bigger and consolidating at the same time. The more debt there is, the more business opportunities for residential servicers and vendors. 
	Period
	[image: image48.wmf]Market Share of Top 10 Servicers (%)

	 4Q 1995
	24.95

	 4Q 2001
	49.6

	4Q 2002
	50.4

	4Q 2003
	51.64

	1Q 2004
	52.18


3.2.6 Top Ginnie Mae Servicers and Issuers

The government-backed programs have started becoming repositories of some of the bad credits. 

	Loan Type
	Delinquency Rate (in %)

	FHA
	12.23

	Sub prime
	11.44

	VA
	7.99

	All mortgage types
	4.49

	Conventional FRM
	2.12


According to a KPMG audit on the functioning of FHA, claims paid by FHA soared by 42% in 2003 to $7.8 billion. KPMG pins the blame squarely on the loosening of underwriting standards and automated data processing systems. According to Mortgage Bankers Association, there are roughly 4.3 million outstanding FHA loans and that delinquencies will remain high for years to come. In 2003 GNMA loans in terms of market share hit a low point. In 10 years the market share of the GNMA program has been cut in half. 
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3.3 Market Trends and Analysis

During last three years, home mortgages industry has funded $9.09 trillion. Two reasons for mortgage market to remain strong in 2004 despite non-existence of refinance boom are: 

· In many key geographic areas such as California, New York, New Jersey, Washington state, Washington, D.C., New England, demand for housing is fierce 
· There has been a huge surge in U.S. citizens buying second homes, particularly vacation homes with an eye toward renting them out to help pay the mortgage 
The sub prime lending landscape 10 years ago didn’t have any commercial banks, except as warehouse providers. In comparison, in 2004 five of the nation's top five sub prime home mortgage lenders are owned by commercial banks and the average size of the sub prime loans also has increased by approx. 10% for relatively large sub prime lenders. The table below shows the difference in margin between a prime and sub prime lenders. 

	
	Countrywide ($ bn) – prime lender
	Ameriquest ($ bn) – Sub prime lender

	Earnings
	2.3
	1.0

	Loan Production
	434
	41

	Loan Servicing
	644
	20


More and more commercial banks are entering sub prime market by acquiring and developing new technological systems and products. Hence sub prime players will invest to expand the market and for top line growth. IT investment wouldl be in the area of Point of sale applications like B2B & B2C e-business models, Automated Underwriting System etc. 

In loan servicing industry, the outlook depends on where interest rates are headed. If the 10-year Treasury keeps rising servicing values will firm up, the industry will see more "bulk" servicing transactions take place. Then again, new accounting rules soon go into affect that will allow firms to write up the value of their servicing rights. By selling servicing rights firms can raise cash and meet earnings projections. But it would appear that the servicing market is consolidating dramatically. But not one servicer has amassed a market share greater than 12%. At year end the nation's largest servicer, Washington Mutual, had a market share of 10.21%. Most of the top servicers use Alltel and Fiserv as the software servicing platform. IT investment will be in area of servicing platform and software with players with in-house product going for standard product installation for flexibility and scalability.  

In loan production market, the mega lenders of the industry can be expected to grow even larger and they will need to hold more capital, particularly against the huge amount of mortgages they have on their books. Prime lenders will concentrate more on the bottom line to increasing their operating efficiency. IT investment is expected to be towards rationalization of existing systems. This could lead to requirements of portfolio analysis and streamlining and integrating IT operations. Integration of Loan origination systems could be one of the key areas of IT investment. 

Consolidation of business both in production and servicing leads to requirement of IT consolidation and associated services.

Other Line of businesses like HELOC (Home Equity Line of Credit), Reverse Mortgages and Warehouse lending will gain more importance as small Mortgage lenders will invest to increase their top line growth. IT investment in these applications specially integrating them with main line of business for cross-selling of products will be of paramount importance. 

Plenty of consumers qualify for conventional financing instead of using FHA or VA. Also, private sector underwriters and Fannie Mae/Freddie Mac have expanded their loan programs by liberalizing down payment guidelines, a move that has siphoned off some of the better credits that normally would go to FHA/VA. Hence investments in area of underwriting systems and Behavioral Scoring Models will happen. 

	Analysis for year 2004/2005

	Business Trends
	Repercussions
	Reasons
	IT Trends

	Integration of LOSs
	Integration of channels of origination
	Operational maintainability and scalability
	Investments in integration and rationalization of Origination systems

	Increased volume of sub prime lending
	Stricter and standardised Underwriting processes
	Focus areas of GSEs, saturation of prime lending segment and higher margins in the sub prime segment
	Investments in Automated Underwriting system & Automated Valuation Models

	Increasing numbers of  women & minority home buyers
	Increase in sub prime lending
	Focus areas of GSEs and increase in incomes
	Investments in underwriting systems and  Behavioral Scoring Models

	Tightening Fed rules
	Increase in the sale of ARM products
	Inflationary fears in the economy
	Investments in interfaces with third party agencies

	Leveraging equity in the existing residence
	Introduction of innovative mortgage products
	Increased interest rates in the economy
	Investments in LOSs and interfaces with third party agencies

	Increase in interest rates


	Reduced Refinancing


	Refinancing no more

 Lucrative


	Investments in newer lines of businesses and cross-selling platforms

	Consolidation in the mortgage Industry


	Mergers and acquisitions of smaller players


	Increase regional presence and serve niche segments


	Investments in CRM and datawarehousing applications


With standards frameworks such as MISMO (Mortgage Industry Standards Maintenance Organization) and MERS (Mortgage Electronic Registration Systems, Inc.) coming up, IT investments to adopt these will happen at a rapid pace.  BPM (Business Process Management) and EDM (Electronic Document Management) are two developing areas which will require investments. 

3.4 Conclusion

The U.S. mortgage market is the largest debt market in the world, larger, even than the U.S. Treasury market. There are $7.23 trillion in outstanding residential loans in the U.S. The U.S. housing stock has a value of $14.89 trillion. Of that amount $7.66 trillion represents "home equity."
Time and time again mortgage banking is a business of constant rebirth and renewal. The industry is grappling and will grapple with the following questions in the coming years:

· Whether RESPA (Real Estate Settlement and Procedures Act) reform will be followed up again in 2005? 

· Another key issue is if the worst is over for the GSEs. These GSEs might eat into the profit margins of other industry players in future. Will the FHLB's "mortgage partnership finance" program gather steam and gain market share?

· What about the notion of a housing "bubble"? Everything looks rosy in regard to housing values as of now. What about industry consolidation, both in servicing and originations? 

· Will five to ten lenders and servicers control 90% of the business by the end of 2005?

· What about outsourcing overseas? Will there be a backlash against firms that use call centers in India, Ireland, China and elsewhere?

3.5 Mortgage Industry Technology

3.5.1 Overview
The four major changes made possible by improvements in technology are the growth of mortgage securitization and the “unbundling” of the lending process, automation of lender operations, consolidation in the origination market, and consolidation in servicing. Overall the mortgage industry tends to become more service oriented. Today the goal of many mortgage lenders is to structure their business operations to be process-driven versus business department-driven, consumer-oriented versus firm oriented, automated and collaborative versus paper-based and competitive, and adaptable versus doing business the same old way. For many in the industry, full achievement of those goals will require moving from paper-based to electronic mortgages. An electronic mortgage is a mortgage where the critical loan documentation is created, executed, transferred, and ultimately stored electronically. 

3.5.2 Areas for use of Technology

Mortgage lenders use various technology based products based on the processes in the mortgage value chain. These products are very much specialized in terms of their use and purpose. According to the Mortgage value chain described in the earlier section: 

3.5.2.1 Loan Production

The key functions in the Loan production where technological solutions are being extensively used are Loan Origination, Automated Underwriting, Credit Risk Management, Pricing Engines, Document Imaging and Automated Interface with third party vendors.
3.5.2.2 Loan Servicing

The key functions in the Loan Servicing where technological solutions are being extensively used are Payment Processing, Investor & Servicer Accounting, Collection Systems and Reporting Systems.
3.5.2.3 Secondary Marketing

The key functions in Secondary Marketing were technological solutions are extensively used are to support an online marketplace for the search, comparison, pricing, and locking of mortgage loan transactions. B2B business models range from mortgage exchanges to electronic partnership networks. 

3.5.3 Technology & Products used by Mortgage Lenders
Technology has a lot of role to play in automation of processes in Mortgage value chain. The XL sheet in Appendix A contains the details of vendors, products & their functionalities.

3.5.4 Recent IT trends

3.5.4.1 e-business Mortgage Lending

A number of initiatives by Fannie Mae and Freddie Mac are increasing connectivity among mortgage lenders and their business partners and making it easier for lenders to develop e-business lending models. Each Enterprise has developed a private electronic network to help lenders automate the mortgage process beyond the underwriting decision. Freddie Mac offers a private network LoanProspector.com that provides access to the Enterprise’s own applications and to a virtual mall of mortgage settlement services, including appraisal, title search and insurance, and mortgage insurance. Fannie Mae, through MORNETPlus, has linked with two major settlement service providers (REAL EC and First American) and several AUS providers (Countrywide, First Union, GE Capital, and GMAC/RFC). Each of those systems can underwrite FHA-insured, VA-guaranteed, and non-conforming conventional (both jumbo non-conforming and sub prime) mortgages. 
3.5.4.2 B2C e-Business Models in Mortgage Origination

Mortgage originators are pursuing four types of B2C e-business models. 
· The first is the online full service lender. Examples of full service lenders that have Internet sites include Countrywide, Washington Mutual, Chase, IndyMac, Wells Fargo, Bank of America, and ABN AMRO. The firms use their Internet sites to pre-qualify mortgage applicants, allowing for application entry, processing, and approval. Completion of the origination, as well as funding, securitization, and servicing, are still done off-line. 
· Other firms are pursuing multi-lender B2C models. Those firms act not necessarily as lenders but as referral sites. Firms pursuing that e-business model include Priceline.com, LendingTree.com, and MortgageIT.com. Those firms pre-qualify and accept applications but do not approve and close loans, instead referring consumers to lenders. 
· Pure Internet lender sites are another type of B2C business model. Examples of those firms would include E-Loan, FiNet.com, and mortgagebot.com. Those sites pre-qualify applicants, accept applications, and, in some cases, process and approve applications online. Closing is still performed off-line. 
· The last B2C business model being pursued is the mortgage value network, which is a portal business model that links consumers to online lenders. Firms that are pursuing that model include AOL, HomeAdvisor, Intuit, and Yahoo! Those sites can pre-qualify and accept applications online; however, processing and closing are performed off-line.
3.5.4.3 XML to transmit data among EDI systems

The task of maintaining multiple EDI standards generally stretches the limited information technology resources of a mortgage lender. Not only are the technical requirements difficult to manage, they are expensive to maintain. That challenge is being addressed by the increasing use of the Internet to transfer data and eXtensible Markup Language (XML) to improve compatibility between disparate EDI standards. The Internet allows firms to connect. XML provides a common language that enables every application to exchange data. That solution will allow seamless data interchange between applications. 
3.5.4.4 EDM (Enterprise Document Management)

Document management is difficult in loan origination because the lending process entails many documents created by different parties and added to the transaction over a period of many weeks. The typical mortgage loan file contains between 25 and 50 different documents from multiple sources in multiple data formats. Lenders may collect these different documents from a minimum of ten different external sources, and a typical loan file contains 150 to 250 pages of paper. To drive down processing costs and timelines further, lenders need more than an image capture and filing system. Leading mortgage lenders are now licensing enterprise document management (EDM) systems, which are a category of enterprise content management (ECM) systems. EDM systems provide online access to shared documents for multiple users, shrink loan processing timelines and eliminate labor and expense from photocopying and/or faxing documents between multiple lender departments that need to act on the loan file. Mortgage lenders will increasingly look to document imaging as a major area of cost savings in 2005 and beyond as lending volume declines and operating efficiency becomes more critical to maintaining the bottom line.
3.5.4.5 Electronic Loan Closing

Paper-based mortgage loan closing remains the most technologically fragmented multiparty transaction in loan origination. Electronic mortgage closings will require the integration of document preparation, title insurance underwriting, loan closing and funding, quality control, document recordation with the county recorder, mortgage investor delivery and other functions. Electronic loan closing platform technology capabilities will include loan file imaging, data management, data storage and retrieval capabilities. The documents may be copies, or they may be digitally signed original documents in electronic form. All parties to the loan closing will have customized authority and access levels to review, execute and print loan closing and disclosure documents before, during and after the loan closing. This will reduce closing file errors, reduce time spent at the closing table, and speed up the post-closing loan funding, quality control and mortgage investor delivery processes
3.5.4.6 Business Process Management (BPM) 

Mortgage loan origination is in an intermediate stage of technology evolution: Numerous subprocesses are being heavily automated using business rules management (BRM) systems, but incomplete integration and workflow automation reign between subprocesses. But lenders are now building on successes in BRM to implement enterprise-level business process management (BPM). Business process management is the specification, implementation and monitoring of a series of defined and interconnected tasks to achieve specific goals. BPM involves process definition and change management in addition to software selection and systems implementation.

From a technology perspective, BPM represents a convergence of EDM systems, BRM systems and workflow tools. It also includes application integration, process modeling and process monitoring tools, combining these technology components into a single platform. BPM will create a synchronized, end-to-end lending process that electronically tracks both data and documents and provides customized access to different parties to the loan transaction. A key structural decision for lenders regarding information management will be whether a separate end-to-end BPM decision layer will be the primary process manager, and if so, how to coordinate it with the process management functionality in BRM systems, EDM systems and other lending subsystems.
3.5.4.7 Service Oriented Architecture (SOA) 
More and more lenders in the mortgage industry are moving towards adopting service-oriented architecture. This architecture seeks to segment and isolate critical application functionality into small, operationally independent pieces that can be executed remotely in a highly distributed manner as denoted in the diagram below. The goal of a Service-Oriented Architecture (SOA) is to provide secure access to enterprise resources maximizing re-use of common components and minimizing cost while improving the performance and reliability of mission critical applications. This structure permits a limited number of dependencies between layers, and a defined set of interfaces between system components.  Each layer is specifically responsible for a set of system functionality and has limited access to lower layers, thus providing for a loose coupling between system components. The layers are composed of one or more sub-systems that provide for the basic functionality of the system. The lender seeks to eliminate redundancies and centralize certain functions to improve utilization and reduce its exposure to risk. In making the change, the lender’s ideal decision is to break the entire mortgage workflow into discrete components, making it easier for certain functions be centralized or even outsourced.

3.6 Industry Utilities

3.6.1 MISMO (Mortgage Industry Standards Maintenance Organization) Framework

The mortgage industry - both residential and commercial - has always had significant issues with data capture, definition, consistency, and standardization. Data processing inefficiencies often result in redundant data entry into multiple systems that can easily lead to transcription errors. In addition, different naming conventions lead to developing costly, dedicated data conversion systems in order to interface with other businesses in the same industry. The industry's continuing integration with the public capital markets has increased the pressure for rapid, consistent and accurate transfers of data. These factors draw attention to the need for the adoption of data standards for the mortgage industry.                                                                                               The MBA (Mortgage Bankers Association) formed MISMO to address a new era of mortgage standards that utilized the XML standards as well. The MISMO standardization process is ongoing, with many parallel threads of activity at the governing, architecture, and data levels. One primary mission for MISMO is to drive adoption and increase the data coverage of the standard. It is scoped currently from mortgage application through to securitization. Prominent groups in the migration have been Fannie Mae and Freddie Mac, who are working on their Automated Underwriting System (AUS) standard, from which many other real estate companies share data. The Residential Workgroups continue to move forward in creating their standards within the 2.x architecture. MISMO provides the platform for data exchange between distinct sectors of the larger real estate, mortgage and financial services industries. 
3.6.2 MERS (Mortgage Electronic Registration Systems, Inc.) Framework

MERS is cooperative technology that eliminates the need to prepare and record paper assignments when selling loans between MERS Ready members. MERS is a separate corporation that is acting solely as a nominee for Lender and Lender’s successors and assigns.  MERS is the Mortgagee under this Security Instrument.  Every loan is assigned a unique Mortgage Identification Number (MIN) that follows the loan from registration to payoff. The MIN appears on the mortgage or deed of trust. The note and note endorsements do not change. The borrower makes MERS the Mortgagee at closing and MERS remains in the public land records on behalf of the note holder for the life of the loan. MOM (MERS as Original Mortgagee) is approved by Fannie Mae, Freddie Mac, FHA, VA, Ginnie Mae, FHLB’s, CalHFA and all the Wall Street rating agencies. MOM language is legal in all 50 states. The MERS ready investors are Countrywide, WaMu, Wells Fargo, GMAC, Cendant, CitiFinancial etc. Two current initiatives at MERS are a) MERS Commercial and b) MERS eRegistry. 

3.6.3 Automated Underwriting System (AUS)

Today an automated underwriting system is becoming more and more popular. It enables lenders to obtain a risk classification without traditional manual underwriting. Automated underwriting shrinks the mortgage approval process from weeks to minutes, saving borrowers time and money and eliminates much of the frustration and uncertainty involved in getting a mortgage. The objectivity of the system also assures consumers that their applications will be evaluated fairly.
Automated Underwriting: Making Mortgage Lending Simpler and Fairer for America's Families. 
Loan Prospector, Freddie Mac’s & Desktop Underwriter, Fannie Mae’s state-of-the-art automated underwriting services are important milestones to bring benefits to even more families and neighborhoods. By reducing costs and by making lending decisions more accurate and consistent, automated underwriting promises to open doors for hundreds of thousands of new borrowers. This is a front end B2C system for capturing the details of loan applications including the borrower details, collateral details and the loan details. Depending upon the complexity of this system, the borrowers might be given a loan price (an indicative price or a confirmed price) at this stage. The borrowers might be given an option of rate locking the loan at this juncture for a specific period of time. 
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Figure 16 – Processes in Automated Underwriting System

3.6.4 Automated Valuation Model (AVM)

The use of automated valuation models (AVMs) is changing how single-family mortgage lenders measure credit risk, manage loans in portfolio, and originate loans. AVMs employ property-level databases and sophisticated modeling techniques to estimate the market values for properties. AVMs provide an alternative to property appraisals and, when used in the underwriting process, can reduce the cost of mortgage transactions. The incorporation of AVMs into AUSs to evaluate the collateral backing residential mortgages has allowed for reduced documentation in the appraisal process. Properties that can be valued by AVMs, when there are rich data on similar properties in the local market, for example often are subject only to a “drive-by” inspection that verifies the current exterior condition of the property and guards against fraud involving non-existent properties. Fannie Mae and Freddie Mac have each modified its appraisal standards to accept streamlined appraisals when AUS and AVM evaluations have determined that a prospective loan poses a low level of risk.
3.6.5 Behavioral Scoring Models 

Fannie Mae and Freddie Mac are using behavioral scoring as a loss mitigation tool. Each Enterprise has developed a scoring software application that ranks a delinquent mortgage by both the credit risk of the borrower and the collateral risk of the property. Fannie Mae’s product is called RiskProfiler, and Freddie Mac’s product is called EarlyIndicator. Both of those products capture contemporaneous values for the credit risk of the borrower and the collateral value of the home. The applications allow servicers to grade a delinquent loan as a low, medium, or high risk in order to prioritize which loans need earlier intervention. That capability has allowed servicers to reduce expenses and focus their attention on the riskiest loans.
4.0 Mortgage Lenders – Current Business - IT Model 

Mortgage Lenders provide the financing for home loans. The business model of a lender is dependent on their target segment of customers. The type of products and services it offers also depends on the target customers and their requirements. So the segmentation of customers is very much essential and it leads to building product-customer map and services to customer map. The IT model of the lender should be in sync with its business model so that it can effectively fulfill customers’ as well as business requirements. 
4.1 Customers

For the purposes of this document, the mortgage industry can be described to contain two sets of end customers: one at the borrowers end, who constitutes the supply (of funds) side and the other at the investors or securitizers end, who constitutes the demand side (of funds). The other entities which are described in section 2.2 can be considered as providing support activities to the ultimate fulfillment of services at the supply and demand ends. We will classify the customers served at the demand side, into two broad categories, i.e. Prime and Sub Prime borrowers. Similarly, we will classify the securitizers at the supply side, into two broad categories, i.e. Agencies (GSEs) and Private conduits. 
When we talk of size of each of these segments, during the first quarter of 2004, the volume of mortgage loans in the subprime segment stood at an estimated $736 billion, a 25% increase over the same period last year, while the total volume of 1-4 family residential mortgages outstanding rose 12%, to an estimated $7.43 trillion (source: Fannie Mae Foundation). 
As for the size of the securitization market, out of a total of $410 billions, which were issued as MBSs in the first quarter of 2004, the agencies together issued around 63%, whereas the rest of the MBSs were issued by private conduits (source: MBA). On a yearly average though, the agencies contribute to the issuance of around 75% of all the MBSs in the secondary market.

Home Finance industry is typically segmented based on credit characteristics. Classification of customers into prime or sub-prime depends on their credit score (FICO scores) as reported by credit rating agencies.                                                                                                                                               

Sub-prime lenders offer mortgages to people who represent a higher level of risk than borrowers who meet standard prime underwriting guidelines. In the industry, these loans are often called B&C loans. With the emergence of automated underwriting, genuine qualified buyers may be forced to obtain such a loan due to their inability to meet specific underwriting criteria such as, verification of income or employment, job stability, lack of reserves, etc. 
4.1.1 Prime and Sub prime Customers
Credit Risk

Borrowers in the sub-prime segment have both lower FICO scores and lower LTV (Loan to Value) ratio than borrowers in prime segment. The figure below shows the relationship between FICO score, LTV ratio and percentage of prime & sub-prime loans originated.
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FICO scores summarize borrower’s credit histories, with lower scores representing higher risk: Scores lower than 620 generally signify higher credit risk, scores between 620 and 680 are usually considered marginal risk, and scores of 680 and above are considered lower risk. Based on the above figure, it can be easily noted that there is reasonable bifurcation of borrowers across these risk dimensions. It shows that sub-prime lenders cater to credit-impaired borrowers. Majority of sub-prime borrowers (80%) have a credit score less than 680. 

Another traditional component of risk is borrower’s payment to income ratio. Higher this ratio, greater the proportion of income required to make monthly mortgage payments and higher the presumed risk.  

Sub-prime borrowers pay higher interest rates than prime borrowers. Majority of sub-prime borrowers go for re-financing as well as a higher percentage of them go for second liens. Significant percentage of subprime lenders pay higher up-front fees (origination fees).  Below are graphs denoting the difference between prime and sub-prime lenders based on interest rates
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Borrower Demographics
The demographic and behavioral characteristics of borrowers also determine its segmentation. The sub-prime borrowers are likely to come from a protected class or underserved population. Similarly the lower income borrowers are about twice as likely to obtain mortgages in the subprime sector as in the prime sector, despite the fact that FICO scores are not strongly correlated with income. The age of the borrower presents another skew with the subprime population tend to be older than the population of prime borrowers. In general, subprime borrowers are less educated than their prime counterparts. Going by statistics, majority of males are prime borrowers while majority of females are sub-prime borrowers. 

Prime borrowers are disproportionately located in neighborhoods with low concentration of minority population, while subprime borrowers tend to live in neighborhoods of higher minority population. Subprime borrowers disproportionately live in low-income neighborhoods and that prime borrowers have a slight tendency to live in high income neighborhoods.  

4.1.2 Agencies and Private Conduits

Refer to sections 2.2.3.2 and 2.2.3.3 for details about the agencies (GSEs) and the private conduits. 
4.2 Products

There are many types of mortgages in the market. These are designed to suit various requirements of the borrowers including the length of mortgage, capability for initial payment, and the other financial obligations. Mortgages can be broadly classified into Conventional and Government Insured Loans. Conventional Loans can be further classified into conforming and non-conforming loans. Please refer section 2.5 for mortgage products related details. 

4.2.1 Product – Customer Map
Based on the various types of loan products being provided by mortgage lenders, type of customers for each product is identified. 

	Types of loan products
	Type of Customers

	
	

	FHA loans
	Prime Borrowers meeting FHA guidelines

	VA loans
	Qualified Veterans & Service people who require relaxed standards of qualification than FHA or RHS, Accessible to Prime borrowers

	RHS loans
	Low-income families, living in rural areas or small towns for purchase, construction or repairing homes, Accessible to Prime borrowers

	Jumbo loans
	Sub-prime borrowers who require loans above maximum limit established by Freddie Mac & Fannie Mae

	Subprime loans
	Sub-prime borrowers who have low credit rating and do not meet Freddie Mac & Fannie Mae guidelines

	"Alt" A loans
	Sub-prime borrowers requiring relaxed document requirements

	Balloon Mortgage
	Sub prime borrowers who need lower initial interest rate but are willing to pay higher lump sum payment at the end of its term

	GPM
	Prime/Sub Prime borrowers who expect their incomes to increase significantly over a period of time

	Reverse Mortgages
	People aged 62 and above who own their homes and need an inflow of cash, Accessible to Prime/Sub prime borrowers

	Bridge Loans
	Sub Prime/Prime borrowers who plan to take a new home before selling their current one


	Types of loan products
	Type of Securitizers

	
	

	FHA loans
	Ginnie Mae

	VA loans
	Ginnie Mae

	RHS loans
	Ginnie Mae

	Jumbo loans
	Private Conduits

	Sub prime loans
	Private Conduits

	"Alt" A loans
	Private Conduits

	Balloon Mortgage
	Private Conduits

	GPM
	Agencies (Fannie Mae & Freddie Mac)

	Reverse Mortgages
	Agencies (Fannie Mae & Freddie Mac)

	Bridge Loans
	Agencies (Fannie Mae & Freddie Mac)


4.3 Services

As far as the customer segmentation is concerned, the services provided by the mortgage lenders as a part of the mortgage value chain do not differ. Of course the completeness or the extent of services provided by the lenders differs based on the categorization of the borrowers. For example, the  verification of the documents as a process happens for both the prime and sub prime borrowers, but in case of a sub prime borrower (Easy or No doc loans) the extent of the documentation or verification required is less as compared to those in case of a prime borrowers.

4.4 Revenue Model

A typical mortgage lender will derive revenue from three business operations (as has been elaborated in the sections above): mortgage originations, mortgage servicing and the secondary marketing operations. Whereas mortgage servicing operates under an annuity-based business model with revenue collected over time as the lender services the loan, the mortgage origination operation is a transactional business, collecting fees only when new loans are created. The mortgage lenders garner revenues from the secondary market operations primarily based on the gains from sale of loans and from the hedging instruments.

The mortgage servicing lender earns its revenues from the servicing spread required to be retained after a loan is sold. The minimum retained servicing spread is 25 basis points, although lenders can retain additional excess spread. The current accounting for mortgage servicing cash flows, referred to as Mortgage Servicing Rights (MSR), is covered under Financial Accounting Standard 140 (FAS 140). FAS 140 requires the capitalization of the MSR and the recognition for current period earnings. It also provides flexible amortization and impairment rules for the MSR asset.

In the mortgage origination segment, the lenders derive its revenues from the collection of loan origination fees. The revenue sources include fees collected from the borrowers and premiums received for selling or capitalizing MSR. The figure below gives an example of the distribution of revenues among the players for a typical mortgage transaction, from origination till its sale in the secondary market. 
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Figure 17 – Revenue Model

Revenue

Below are explanations of the various revenue components found on a lender’s loan origination income statement:

A) Loan origination fees—Standard fee, usually 1% of the loan amount.

B) Service fees— also referred to as “junk fees.” It’s a fixed spread of unpaid principal balance (typically 30-35 bps). It also includes the “Float” amount (interest earned on mortgage payments received, prior to remittance)
C) MSR Premium— MSR Premium is the capitalized value of the estimated future cash flows of the servicing strip and its accompanying cash flows, e.g., late fees or interest earnings on escrow accounts minus the expected future costs to service the loan. MSRs are created a) when loans are sold with the right to service the loans retained or b) when servicing rights are separately purchased. The MSR’s value is highly dependent on its loan level attributes, including loan size, geographic location and escrow balances.

D) Captive RE— Most large lenders have reinsurance arrangements where mortgage insurers share premium revenue on high LTV loans to the lenders in exchange for risk sharing agreements.

E) Carry— many loans settle prior to the end of the rate lock period. Since the rate lock period incorporates the market drops into the forward settlement prices, early loan settlements can result in additional interest income, which is captured in “carry.”

F) Pack— Refers to the ability of a lender to reduce the amount of the MSR value imbedded in the loan rate. In periods of heavy refinancing volume, lenders often use this approach to manage business flows or increase the margins. Retail-centric lenders have the greatest ability to manage the “pack” with their customers.

Expenses

The expense side of the lender’s income statement lists a number of costs, some that include expenses with high imbedded fixed overhead costs, high variable third party transaction fees, and difficult-to-manage capitalized values. These costs include:

A) Commissions— all mortgages are retail, with commissions paid to the loan officers, whether they are working for the servicer, broker or correspondent lender. The impact of technology on the mortgage banking originations has not diminished the role of the loan officer. Call centers are only a small portion of the origination market.

B) Processing— the collection and management of documentation necessary to underwrite a loan to its investor standards is covered by this cost. This is the largest fixed cost component for most mortgage bankers and has limited scalability. Technology plays a major role in helping to manage this portion of the loan origination expense.

C) Underwriting— traditionally the most laborious step in the mortgage origination process. Low cost GSE underwriting technologies like Loan Prospector ® play a significant role in improving this process by reducing time and expensive labor costs, extending the reach of underwriting to the point of sale, expanding the risk/return spectrum of loans to include A-minus loans, and reducing the cost of back-end quality control processes.

D) Closing— this portion of the loan origination process has seen limited benefits from new technologies and includes a high variable cost portion of the origination process.
E) MSR Pay-Through— this variable percentage expense is the amount of the MSR’s value that a lender cedes on a transaction as an inducement to close the loan. The retail channel requires less pay-through and thus higher profit margins than the correspondent or wholesale channels, where the brokers have more opportunity for price discovery.

F) MSR Impairment Costs— when a borrower refinances, the lender loses future economic value of the MSR. Lenders must write down the lost value of the current amortized MSR value. However, current financial accounting standards do not require an immediate write-down of the paid-off loan’s MSR value. Since an individual loan’s MSR is part of a composite MSR, lenders can effectively defer the immediate write-down by extending the amortization period or using an impairment allowance.

The table below demonstrates the range of potential income statements for each of the different origination channels. As we can see, the retail channel, especially with a call center, has the potential to produce the highest per loan profits. Because of the high infrastructure costs and strong sales culture in the industry, however, call centers are only present in a small portion of the origination market. The correspondent and wholesale channels do not provide as lucrative per loan revenue opportunities, but the costs structure is dramatically different.

	
	Retail
	Correspondent
	Wholesale

	
	Call center
	Traditional
	
	

	Revenues
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High
	
	Low
	None

	Costs
	
	
	
	

	MSR pay through
	Low
	
	
	High/Full

	Commission
	Low
	High
	
	Low/None

	Processing
	Medium
	High
	
	Low/None

	Underwriting
	Low
	High
	
	Low

	Closing
	Medium
	High
	
	Low/None

	Current Period GAAP Potential
	High
	
	
	Low


As for the secondary market operations of a lender, the business model of a mortgage lender relies heavily upon selling the majority of mortgage loans shortly after acquisition or origination. The proceeds of these sales are a critical component of the liquidity necessary for the ongoing operations of the lender. As we have already mentioned, majority of the loans are sold through three channels :( 1) GSEs, (2) private label securitizations and (3) whole loan sales. The lender might opt to retain the rest of the loan portfolio in its investment basket.
When we look at the income stream of a mortgage lender, we will come across two major categories of revenues: Net Interest Income and Non interest income. The net interest income will include incomes on account of loans held for sale, loans held in portfolio and available for sale securities, whereas it will include expenses on account of deposits, borrowings and provision for lease & loan losses. Similarly, the net non interest income of a lender will include incomes on account of loan servicing fees, amortization of MSRs and gain from mortgage loans, whereas it will include expenses on account of compensation & benefits, occupancy and other infrastructure costs.  
4.5 IT Profile

The loans usually get originated through different channels, as it has been mentioned in the diagram below and the IT systems through which they get processed before they get to the LOS of the lender also varies depending on the channel of origination. The diagram below shows the current IT model being followed in Mortgage Industry. 
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Figure 18 – “As Is” IT Model for Mortgage Industry

External Systems 

The external systems involved have their own IT systems, which communicate electronically with the IT applications of a Mortgage lender at different levels of Mortgage value chain. The various external systems are of Credit Reporting Agencies, Appraisal agencies, Flood & Mortgage Insurance agencies, Settlement Agencies, Title Insurance agencies, Automated Underwriting systems (DU/LP) of Fannie Mae & Freddie Mac. 
Internal Shared Systems

The internal shared systems are CRM applications, Data Warehousing applications, GL applications, Securitization systems, Collection systems etc. Internal shared systems capture the data to be processed as well as provide information for Management Information system (MIS).
Loan Servicing System
On contract sign-off, the loan account is created in the Loan servicing system. This system tracks the loan account through the life cycle of a loan till the account matures or turns delinquent. The various sub processes that are taken care of in the system are receivables and payment, credit bureau feedback, accounting and customer service.
Secondary Marketing System

The Secondary Marketing System module functionalities include commitment formation & tracking, trades maintenance, execution and delivery of pooled loans to Midanet, Mornet or GinnieNet, Rate dissemination, locking of loans, Customizable Pipeline Management Reporting, mark-to-market and position summaries, branch level and risk based pricing, profitability and fallout analysis, payment processing and administration. 
Loan Origination System (LOS)
The LOS of any lender typically provides the following three sets of functionalities:
A) Compare & select loan products/prices for the business channels

The LOS enables the mortgage professionals to easily create and maintain products using any eligibility or pricing criteria. 

B) Maximize automated steps and minimize manual inputs of all 1003 loan data. 

This includes activities such as populating the 1003 with information, pulling underwriter findings/conditions and merging information, obtaining immediate Fannie Mae, Freddie Mac decisions, creating custom forms and documents etc. 

C) Communicate electronically with other 3rd party vendors and organizations, including, Credit Bureaus, Flood determination and insurance Providers, Mornet, Midanet, GinnieNet, HMDA and interface with other servicing systems and general ledger systems (customized for each client per service) 

Deficiencies of “As Is” Model

· Redundant processes due to multiple origination systems for different business channels

· Multiple interfaces with external systems along the Mortgage value chain adding to the complexities
· Data Integrity is a problem due to many manual processes

· Scalability of the system in terms of addition of new business channels is very costly and cumbersome

· Logical security of the systems difficult to establish

· IT systems are not rationalized

· High operational and maintenance support costs

· Implementing new systems for better customer or broker interfaces across business channels is very difficult 
5.0 Mortgage Lenders - Business Strategy

The Mortgage Market is highly diversified with different players having different set of business goals and business objectives. The business constraints however more or less remain common for all the sets of players in the industry. In the sections below, we have discussed about the goals and objectives of a typical mortgage lender.
5.1 Business Goals

The key business goals of a typical lender would be:  
· Increase revenue by marketing through new business channels, thereby increasing the transaction level and market share

· Improve efficiencies by lowering loan origination costs, improve worker productivity, and streamline processes

· Enhance customer satisfaction by providing rich online interactions to establish valuable relationships with consumers and establish new online relationships with the partners

· Improve responsiveness by becoming more agile as the new business model evolves
5.2 Business Objectives

Key business objectives of a Mortgage Lender would be to drive significant efficiencies by fully integrating the mortgage banking channels and to increase the number of the Company’s products and services used by customers. The focus would be to transition to a single non-proprietary servicing platform for home loans and consolidate origination systems and loan fulfillment centers. Consolidating its origination system includes integration across the business channels to improve the efficiency of the loan production process.
5.3 Critical Success Factors

Critical success factors for a Mortgage Lender are those which affect the top line as well as the bottom line. Though the factors are based on the business goals and objectives but we have tried to generalize it. 

Operational Effectiveness

· Higher channel efficiency to deliver products and services

· Lower operation and maintenance costs
· Effective cross-selling across the channels

· Reduction in processing time by deploying efficient systems

· Automation of manual processes to increase data integrity and reduce redundancy
Marketing effectiveness 

· Better relationship management with Intermediaries (brokers) and GSEs
· Quality of IT systems and applications should be user friendly
· Developing new channels for increasing the reach based on the demand

· Effective Channel Relationship Management
Financial Management
· Accurate credit valuation and verification

· Developing effective mechanisms for predicting and reducing credit losses and managing risks resulting from macro economic changes

· Creating an appropriate mix of asset backed and unsecured securities to lower cost of finance
· Use of effective & modern risk management methods & tools

Product Effectiveness
· Developing new loan products to meet the demand and satisfy customers

· Effective product and customer matching 
· Effective risk analysis 
Customer Management

· Developing sophisticated need-based customer segmentation schemes

· Re-engineering customer-facing interaction processes with the loan production centers

· Developing customer-intelligence strategy through design and implementation of an enterprise data warehouse

5.4 Constraints

Mortgage Industry is heavily influenced by constraints since it interacts with many players in the whole value chain. 
5.4.1 General business and economic conditions 
Mortgage business and earnings are sensitive to general business and economic conditions. These conditions include short-term and long-term interest rates, inflation, money supply, fluctuations in both, debt and equity capital markets, the strength of the economy, and of the local economies in which the business is conducted. Changes in these conditions may adversely affect business and earnings. For example, if short-term interest rates rise faster than mortgage rates, net interest income could be adversely affected. A prolonged economic downturn could increase the number of customers who become delinquent or default on their loans, or a rising interest rate environment could decrease the demand for loans. An increase in delinquencies or defaults could result in a higher level of charge-offs and provision for loan and lease losses, which could adversely affect the earnings. In addition, business and earnings are significantly affected by the fiscal and monetary policies of the federal government and its agencies. The Federal Reserve Board’s policies directly and indirectly influence the yield on interest-earning assets and the cost of interest-bearing liabilities. Changes in those policies are beyond control and difficult to predict.

5.4.2 Volatility of Mortgage banking business

Changes in interest rates significantly affect the mortgage banking business. One of the principal risks of declining interest rates on the mortgage banking business is the acceleration of prepayments which reduce the fair value of mortgage servicing rights (‘‘MSR’’). One of the ways of risk mitigation is by purchasing financial instruments, such as fixed-rate investment securities, interest rate contracts and forward commitments to purchase mortgage-backed securities, which tend to increase in value when long-term interest rates decline. If this strategy is not successful, net income could be adversely affected. Moreover, many of the interest rate and MSR risk management strategies depend on liquidity in mortgage-related financial instruments traded in the secondary market. If periods of illiquidity develop in these markets, ability to effectively implement MSR risk management strategies could be adversely affected. Another significant risk to the mortgage banking business is the effect of interest rates on loan volume and gain from mortgage loans. In rising interest rate environments, loan volume is generally lower and, accordingly, the overall amount of gain from mortgage loans is lower. 
5.4.3 Competitive Industry

This industry is subject to significant competition in attracting and retaining deposits and making loans as well as in providing other financial services in all of the market areas. Pricing competition for loan and deposit products also exists. In addition, customer convenience and service capabilities, such as product lines offered and the accessibility of services are significant competitive factors. Various players in the competition are commercial banks, savings institutions, national mortgage companies and government-sponsored enterprises. 
5.4.4 Regulatory Changes

Proposals for further regulation of the financial services industry are continually being introduced. Proposals that are now receiving a great deal of attention include consumer protection initiatives relating to the Real Estate Settlement Procedures Act, predatory lending, credit reporting and privacy. The agencies regulating the financial services industry also periodically adopt changes to their regulations. It is possible that one or more legislative proposals may be adopted or regulatory changes may be made that would have an adverse effect on the business. Proposals are being considered which would affect the manner in which GSEs conduct their business. These proposals include establishing a new independent agency to regulate GSEs, requiring GSEs to register their stock with the United States Securities and Exchange Commission, and reducing or limiting certain business benefits GSEs receive from the federal government. The enactment of any of these proposals could increase the costs incurred by, or otherwise adversely affect the business of, the GSEs, which in turn could have an adverse impact on business. 

5.5 IT Goals and Strategy

The mortgage business is highly dependent on Information Technology (IT) to provide competitive edge in terms of relationship management with brokers, investors and borrowers and efficiency of the system. IT affects the bottom line as well as top line of any business. Hence IT Goals and strategy of a mortgage lender should be in sync with business goals and objectives. Some of the IT Goals are listed below:

· Integration of all the systems in the whole value chain 

· Scalability in terms of adding new business channels and products

· Achieving operational effectives and  meeting the demand generated by sales 

· Improving data integrity across the systems

· Remove redundancy and enhance optimization of technology

· Enhance risk management techniques and tools

· Flexibility in terms of adapting to new Government regulations    

IT Strategies for fulfilling these IT goals are outlined below:

· Portfolio Analysis of technological systems to take note of redundant systems in the value chain. Removal of these systems will lead to technological optimization. 

· Automation of manual systems to improve data integrity and achieve operational effectiveness.

· Upgradation of legacy system applications and installation of new products across the value chain which increases scalability and adaptability. 

· Use of business analytics and artificial intelligence based system to predict the credit behavior of the customer and reduce the delinquency rates (more particularly in the sub prime customer segment)
· Outsourcing applications to matured vendors will reduce cost and affect bottomline in a positive manner. It will also provide access to good talent pool outside the lender’s organization

· Use of CRM systems for cross-sell and up-sell activities

6.0 Mortgage Lenders – To Be Model

6.1 Business Strategy

As the US mortgage industry comes out of the refinance boom period and moves into a much more stabilized earnings period, the mortgage lenders have to come out with strategies to differentiate their businesses and improve their economics. In this context, the following four strategies are going to find acceptance with most of the lenders.
A) Deliver product innovations and enhanced value

As the industry moves to a new profitability model, changes in the process are enabled and a new paradigm is emerging—one of straight-through processing (STP). Straight-through processing is the "lights out" vision of automated, data-center-based mortgage fulfillment. Ultimately, some lenders will need only a database and workflow engine to process mortgage loans.
Another business model, the "flow model" has the potential to allow new exchanges to derive new products and new funding sources. Lenders could lock and deliver loans on an individual basis into a commitment for delivery to the investor. This funding mechanism could bypass traditional securitization channels, potentially reducing overall costs, but certainly expanding product and delivery options. 

B) Strengthen and customize the brand

The lenders have to come up with specific brands to target particular channels and business segments. At the same time, the costs can be kept down by using common selling and processing platforms for the various brands.
C) Outsource the mortgage-processing business

The lenders who lack and the resulting cost advantages may wish to outsource their mortgage processing business (retaining in house the more strategic functions like credit assessment and collections). The lender of course has to carefully weigh all the options before outsourcing some/all of its processing functions.
D) Insource the business where there are clear advantages of scale

Some of the larger lenders might be able to increase market share through operating other smaller players’ mortgage business or parts of it. WaMu has sought to capitalize on this opportunity by providing mortgage origination and servicing for smaller competitors.
6.2 Customers
The customer segmentation as mentioned in section 4.1 is not expected to change in the coming times, though the focus of the lenders will shift to serving sub prime customers. This will happen because of the following reasons:

· The increase in the standardization of product offerings to the sub prime customers

· The introduction of AUS in the case of sub prime loans

· The entry of Agencies into the sub prime secondary market

· The interest rate is expected to stay at a higher level for some time now, because which there will be cut throat competition in case of prime loans, which will drive down the margins in this segment. So, there will be more number of Jumbo, Alt A and Junior Lien loans offered in the next few years.
6.3 Products
Similar to what we have mentioned in section 6.1, the set of products and their variations are going to change in the next few years. The ARM products are going to be back in demand with the borrowers, as the interest rate inches up. The lenders might come up with variations of ARM as well. In the following paragraphs we elaborate on two of the new loan products which might find favor with the lenders:
6.3.1 Option ARMs

The main advantage of this type of loan is the flexibility of making one of several possible payments on mortgage every month, in order to better manage the monthly cash flow. This arrangement seeks to place less financial burden on the borrowers on a monthly basis and allows the borrower to take advantage of the reduction in interest rate in the future. Each lender will have its own criteria based on which they will determine which borrowers are eligible for these kinds of loans. The set of criteria include maximum LTV/CLTV, minimum credit scores, DTI, maximum loan amounts and doc types. The starting rates for these types of loans can be as low as 1.95%.  Option ARMs have four major types of payment options: 

· Minimum Payment
With the Minimum Payment option, the monthly payment is set for 12 months at initial interest rate, after which the payment changes annually. 

· Interest-Only Payment
With the Interest-Only Payment option, the borrower can avoid deferred interest, when the Minimum Payment is not enough to pay the monthly interest due. The Interest-Only Payment option, however, is not available if the interest-only payment would be less than the minimum payment. 

· Fully Amortizing 30-Year Payment
With Fully Amortizing Payments, the borrower pays both principal and interest. The payment to be made is calculated each month based on the prior month's interest rate, loan balance and remaining loan term. 

· Fully Amortizing 15-Year Payment
The 15-year payment option allows the borrower to repay the loan twice as faster and save more than half the total interest costs of a 30-year loan. 

There are many variations of option ARMs: Pay Option ARMs, Pick-A-Payment Loans, CashFlow Option Loans, etc. Option ARM loan programs may vary in the initial rate, negative amortization and lifetime caps, ARM index, or optional features, if any.

The option ARMs can come with the following variations.

A) Initial Fixed Rate Period
An option ARM loan may have an initial fixed rate / fixed minimum payment period of 3 or 5 years between the time the loan is originated and the first interest rate change date. After the initial period the loan converts to monthly adjustable Option ARM (the interest rate and the payment options can be adjusted every month).

B) 40-Year Term
Some option ARM loans, for a fee (or for an increase in the rate) contain a provision permitting the borrower to increase the term of the loan from 30 to 40 years.

C) Bi-Weekly Payments
Some lenders offer optional bi-weekly payment plans with option ARMs. With bi-weekly mortgage plan the borrower pays half of the monthly mortgage payment every 2 weeks. It allows the borrower to repay a loan much faster. 

D) Conversion Option
The interest rate or points may be somewhat higher for a convertible option ARM, and it also may require a small fee at the time of conversion. 

These types of products are currently being offered by WaMu, Downey Savings, World savings and Indymac Bank.
6.3.2 Interest Only mortgage
The loan product commonly called 'Interest Only Mortgage' is an interest-only payment option which is offered on FRM or ARMs or on option ARMs. The option to pay 'interest-only' lets the borrower pay only the interest portion of the monthly payment for a fixed period (three, five, seven or ten years). At the end of that period, the loan becomes fully amortized, thus resulting in greatly increased monthly payments. Interest only payment plans are for borrowers who expect to earn a lot more in a few years and want to maximize their buying power now or who will invest the difference between an interest only and an amortizing mortgage payments, and who are confident that these investments will make money.
ARMs with Interest-Only Payments
Interest only payment options are typically offered on adjustable rate mortgages. Payments made during the initial interest only period are based on the interest rate and loan balance and are applied towards interest only. The initial interest rate for the loan is established by the lender based on market conditions and may be lower than, or higher than the rate that is based on the index used to make rate adjustments. After the initial interest only period the loan converts to a traditional ARM, monthly payments are based on the interest rate, loan balance and remaining loan term and are applied towards principle and interest.
6.4 Services

As far as the services in the mortgage value chain are concerned, they might not undergo change, i.e. there might not be any addition or deletion to the range of services (as explained in sections 2.3 & 2.5) being provided by the mortgage market players. However, the nature of the services might change, based on the new products, the new technologies or the focus segment of the lenders. 
6.5 Revenue Model
The revenue model as described in section 4.4 will remain more or less same for the lenders in the time to come. However the lenders might derive greater percentages of their revenue from one component as compared to the other. This composition of the revenue stream will largely depend on the new products, the new technologies or the focus segment of the lenders. One or more of the following trends might be visible in the next few years, when we look at their revenue models:
· The overall pre-tax production margins for mortgage banking companies is expected to decline. Most of the lenders will remain profitable though in the face of increase in the “New home purchases” and the entry to still unexplored customer segments. To illustrate this, average pre-tax production margins fell to 54 basis points  (because of lower origination volumes) during the first six months of 2004, down from an all-time high of 90 basis points in 2003 (i.e., 0.90 percent of the principal balance of loans produced). 

· The average profit margins for retail production channel is expected to show reduction. To illustrate, the average retail profit margin declined to 42 bps in the first half of 2004 from 100 bps in 2003. This translates into pre-tax net income of $760 per loan (annualized) in 2004 compared with $1,555 per loan in 2003. 
· Productivity for retail loan officers is expected to decline, which will eat up the loan production margins.
· Other production channels - broker/wholesale; correspondent; and direct marketing is also expected to decline but to a lesser extent. The direct marketing channel, traditionally a portfolio retention channel, is expected to show resilience with extra focus on CRM. To illustrate, the average broker production margins were 47 bps in 2004 from 65 bps in 2003, while the average correspondent production margins were 43 bps in 2004 from 69 bps in 2003.

· On the servicing side, with reduced refinancing activity and fewer loan set-ups and payoffs, the net servicing financial income for the average firm is expected to rise. To illustrate, the income increased to $24 per loan (annualized) in 2004 from a loss of $107 per loan in 2003. 
· There will be more recovery of previously recorded mortgage servicing rights (MSR) impairment net of hedging losses. In addition, the per-loan servicing fees is expected to increase driven by higher loan balances improved margins. 
· The direct servicing expense is expected to decline, to illustrate this margin declined to $98 per loan (annualized) in 2004 from $104 per loan in 2003
· The costs incurred on account of technology is expected to increase (it has been increasing over the years as shown in the diagram below) as technology gets integrated into all aspects of mortgage origination.
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6.6 IT Profile
Over the last few years, if we look at the evolution of technology in the lending segment, it will be similar to what’s shown in the diagram below.


[image: image30]
Figure 19 – Evolution of Technology in Mortgage Industry

The following diagram represents the To Be model for a typical lender. This basically illustrates that more and more organizations are expected to adopt a service oriented architecture of their IT systems, which will be scalable and easier to maintain. This way they will be able to more flexible in interfacing with more and more diverse IT systems which they are expected to work with in the future. At the same time, this will also allow them to have a faster response time to come to the market with innovative products.
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Figure 20 – “To Be” IT Model for Mortgage Industry

Presentation Layer: Presentation layer would be responsible for customization, personalization and multi-channel delivery of content. It will provide these services for all the business channels of loan origination system, e.g. websites, call centres, and brokers etc. Most of the details of loan applications are increasingly collected via internet. 

Fulfillment: By fulfilment services, Mortgage lenders and their customers enjoy the improved efficiency and increased convenience of submitting applications and/or tracking the progress of loan applications at their branch, over the phone, or online. 
MIS: MIS reports can be accessed through internet. This will enhance decision making capability of management. Various report generation tools such as Crystal Reports can be used to generate the reports.
Rules Layer: This layer would host all the rules associated with the system. A major benefit of this layer will be to support multiple products (viz. 1st/2nd mortgages, HELOC etc.) and business channels reusing the same set of services. All product and front-end specific processing will be extracted as rules. 

Workflow Layer: At a higher level of abstraction, this layer will integrate all the services needed to support each step of the mortgage processing lifecycle. This layer would orchestrate the workflow within the services and also across them. The layer will also be responsible for integration with other internal applications and also with third party applications wherever required.
System Services layer: This layer would be responsible for providing system level services like, audit Trail and logging, security, data access & integration, configuration & metadata management systems.
Business Services layer: This layer would expose business logic as reusable web services. A strategy for this layer may be to expose the applications in the middle tier as web services. Sample Business Services includes origination, verification, checklist, appraisal, fee processing, scoring, property services and loan status. These business services would be used across the lifecycle of mortgage processes that the LOS supports.
Internal Shared Systems: These are the internal systems of a lender which the mortgage banking operations is expected to interface with. This will also include a domain objects database, which will be responsible for encapsulating the business entities of the domain. The domain object DB would also provide handles for database interaction where state of entities would be persisted. Sample Domain Objects Include borrower, agent / broker, fee, score, property and loan etc.
Loan Servicing system: Once a loan is closed and funded, the loan details along with the escrow and repayment schedule will be transferred to loan servicing systems. As shown in the diagram, it will contain the accounting & reporting systems and delinquency systems. 
Secondary Marketing systems: The loan origination applications of the lender will interface with the secondary marketing systems to come up with the loan pricing to be offered to the borrowers. There will be specific rate sheet applications (rate info will be available online or offline format) which will generate interest rates and amortization schedules after conforming to the GSEs and other investors’ guidelines. This will also include the pricing applications which will come up with the pricing of the pool of loans (either in the wholesales form or in MBS form), which will ultimately be bought by investors.
Advantages of “To be” model 

	Deficiencies of “As Is” Model 
	How “To Be” Model solves them

	Redundant Processes due to multiple origination systems for different business channels
	Integrated Loan Origination system across all business channels

	Multiple interfaces with external systems along the Mortgage value chain adding to the complexities
	Common web service interfaces with third party agencies

	Data Integrity is a problem due to many manual processes
	Integrated Loan Origination system leads to lesser manual processes 

	Scalability of the system in terms of addition of new business channels and products are very costly and cumbersome


	Rules layer will support multiple products and channels reusing the same set of services. All product and front-end specific processing will be extracted as rules

	Logical security of the systems difficult to establish


	System Level Services layer comprising of Logging services, Data Access Services, Integration services, Security services and audit trail services added unto the system

	IT systems are not rationalized
	Multiple systems can share same functions

	High operational and maintenance support costs
	Streamlining of systems leading to lesser maintenance 

	Implementing new systems for better customer or broker interfaces across business channels is very difficult 
	Enterprise wide workflow management


7.0 Appendix A
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Mortage Technology Products

		Technology Vendors		Technology Products		Functionality

		ABC Virtual		ECLoanPro		Online/off-line LOS

		a la mode inc		WinTotal		Report generation

		a la mode inc		Mercury Network		LOS integration, nationwide coverage, automated status messaging, pre-delivery underwriting-guideline checks, PDF/XML reports, and HMDA reporting

		AMCO		1004, 2055, AVM, ERC and flagship eValu service		Appraisal Management, Hybrid USPAP-compliant valuation

		Appraisal.com		Nationwide Appraisal Network		a one-stop portal for collateral management as well as appraisal ordering, creation and delivery

		Dattar Systems Inc		AppraisalTrac		Processing collateral services related to mortgage lending

		Appintell		DISSCO, VALVERIFY, and FRADAR		Application and property verification tools employing employing rules based technology and neural network intelligence

		Appintell		PredProtect		First fully automated online solution to analyze loan data for predatory lending compliance

		ARC Systems		LendTech		Automated underwriting and decisioning engine

		Basis100		Home Price Analyzer AVM		Automated Valuation Method

		BCE Emergis		Emergis Vendor Services Exchange		Electronic services for loan fulfillment, closing and storage

		BridgeSpan		eMortgageAxis		Supports the MISMO 2.1 Smart Document XHTML standards and the creation of an electronic note

		C&S Marketing		AVMSelect		Allows for sophisticated rules to be employed around the use and implementation of AVM technology

		Calyx Software		Calyx Point		Borker serving LOS with Open architecture that enables it to partner well with pricing engines and transaction-management systems such as Sollen and Del Mar DB's Datatrac

		CapitalThinking		Bluewire		Automate and streamline commercial real estate finance transactions. Handles the process from origination through securitization and portfolio management

		CBC Companies		Automated Credit Application Processing System (ACAPS 12i)		Handles credit operations in connection with a variety of loan products. CBC also offers flood determination and various screening services

		CUNA Mutual Mortgage		netMortgage		Online origination tool available to credit unions.It provides mortgage lending and servicing solutions for credit unions and their members, allowing borrowers to access their existing mortgage online

		Data-Vision		RemoteDocs.com		Facilitates borrowers to receive disclosures, enables brokers to submit loans, and enables distribution of all other documents between parties

		Decade Systems		Total Enterprise Data Integration (TEDI)		moves information through multiple systems and platforms to improve business efficiency

		Del Mar Database		DataTrac		Handles information affecting the loan process from underwriting through funding to subservicing. Its information-management engine facilitates handling of files associated with every part of the transaction, and acts as a hub that enforces accurate data entry

		Desert Document Services		BrokerDocs		For third-party originators who want to draw docs via the Web

		Desert Document Services		DesertDocsASP		Automated enterprise solution for lenders that require customization

		Dexma		Transaction Director		Automated transaction management system. Its e-commerce platform has been implemented for WAMU, First Nationwide, eRBMG, GE Mortgage Insurance, eMagic, National City Mortgage, First Horizon Home Loans and both GSEs

		Digital Insight		AXIS		Provides retail and commercial Internet banking, electronic bill payment and presentment, e-commerce portal technology, wireless channel delivery, targeted marketing solutions, website development and maintenance, and online and call center lending services to banks and credit unions

		Document Systems Inc.		DocMagic		An audit system that allows the processor to locate and correct errors before printing documents, an easy loan program upgrade system, a compliance engine, and remote document printing through the Internet or via fax

		DocuTech Corp.		DT Closing software		Software is resident on the customer's desktop or network, allowing documents to be prepared and printed onsite or e-mailed to a remote computer

		Domania		Home Price Check		Powers real estate research on the Internet

		Dorado		ChannelMaster and PriceMaster		Helps its clients attract, sell and retain customers by linking them with sales, marketing and fulfillment personnel and processes

		Dorado		SourceMaster		Settlement services bundling software

		Dynatek		MORvision		A complete loan origination system that automates everything from point-of-sale and Web origination through processing, underwriting, closing, secondary tracking and delivery

		EDS		Wendover		Offers a single source for the full spectrum of consumer and residential lending products and services including origination, processing, servicing, collections and asset recovery on a flexible, modular basis

		Ellie Mae		ePASS (electronic Processing And Submission System) Business Center		A B2B e-commerce platform, the company offers brokers a host of origination services

		Ellie Mae		Contour		LOS

		Ellie Mae		Genesis2000		LOS

		eLynx		WPS (Web Posting Service)		Interfaces with any existing enterprise system to deliver data and documents securely on the Web

		MGIC		eMagic		Offers a workflow/processing tool and one-click access to products and services from a multitude of vendors and wholesalers

		Engineered Business Systems Inc.		Automated Compliance and Evaluation System (ACES)		For automating quality control.Offers an analysis of the premium (or penalty) a mortgage bank receives for its loans in the secondary market

		Entyre Doc Prep		WinDoc Plus		Takes mortgage loan data directly from a number of LOS systems to populate a customized set of closing documents. A MISMO-compliant, XML-based data import facility, captures all of the data an LOS will export.

		ExperITy		Predatory Lending Monitor		Designed to help lenders monitor predatory lending compliance at the point of origination

		Fidelity National Financial Inc.		Financial ServiceSolutions		Integrates industry-leading technologies to form a business process outsource (BPO) utility for mortgage lenders and other mortgage market participants

		Fidelity National Information Services		FlexNet		Connects back-office systems and external service providers, Realtors and lenders

		FileNet		FileNet P8		Designed to leverage content management, business process management and enterprise application connectivity capabilities to speed critical business decision making

		Framework		LendWare		Enables instant decisions and rapid electronic fulfillment of loans, credit and financial solutions

		Gallagher Financial Systems		Millennium		Features embedded modules for standard mortgage scenarios and multichannel lending

		Gallagher Financial Systems		NetOxygen		System allows data to update dynamically, using a standard set of XML controls, client-side JavaScript libraries, a SOAP listener, a Session Manager and a Data Manager

		General American Corporation		GATORS		The system utilizes the Internet to provide access to third-party services for mortgage origination

		Geotrac		Geotrac		Flood compliance services that offers online ordering and tracking of flood zone determinations on its website

		Harland/Interlinq		MortgageWareE3		LOS

		Hyland Software		OnBase		Captures, stores, routes, and retrieves loan documents such as applications, appraisals, correspondence, financial statements, surveys, insurance, title, and day end reporting, which are all stored in a single repository

		Ignition		LockPoint Xtra		A Web-based, electronic rate-locking product.

		ILOG		JRules		A pricing application. Ss widely used by leading financial institutions and insurance companies to enable STP, a major financial services industry initiative that will enable the automation and management of business processes and decisions in real-time

		Ingeo Systems, Inc		ePrepare		Enables the creation and authorization of compliant digital transactions for submission to county recording agencies

		Integra Software Systems		Destiny WebAgent		Features seamless integration between the Web-server and back-office systems for exchange of information

		LendingTree		Lend-X exchange		Leading online lending exchange, matching borrowers with more than 160 banks and other lenders offering home mortgages and HELOCS, car loans, personal loans, debt consolidation, and credit cards

		Loansoft		LS Studio		Automates origination functions from point-of-sale to closing

		London Bridge		Diamond		Offers business modules for point-of-sale, registration, product and pricing, pre-qualification, processing, underwriting, closing, secondary marketing, document tracking and workflow

		Lion Inc		Lenders Interactive Online Network (LION)		Provides online search and productivity tools to over 4500 broker offices and maintains rates and product information on some 23,000 loan programs

		MacDonald Dettwiler and Associates		ProspectFinder		Enables mortgage originators to accurately target loan candidates considering remodeling, installing a pool, landscaping or consolidating debt

		MacDonald Dettwiler and Associates		Dataquick		Provides property information and other data to the real estate and mortgage industries

		Mortgage Builder Software Inc.		Mortgage Builder		Handling wholesale production as well as retail, the system allows for processing, closing and underwriting of all loan types

		Meridianlink		Mortgage Credit Link and CreditAPI		A tool for requesting credit data that enables retrieval of up to three merged credit reports in under 15 seconds

		Mortgage Industry Advisory Co.		MIAC Analytics		Used in pricing, hedging and accounting

		Mindbox		ARTEnterprise		Automates complex business and decision processes for lenders. Are used to automate underwriting, sales assistance, credit grading, compliance verification, terms of business, portfolio management, personalized pricing, deal structuring, cross-selling and best execution

		ALE Systems		MILPS		Covers initial customer contact through closing and funding

		MortgageRamp		MortgageRamp		Offers secure connectivity and automation for each step of the commercial loan process. Offers online origination and a host of collateral valuation services

		Mortgage Software Solutions		The Mortgage Solution		Solution for credit unions, community banks and mortgage brokers to originate, track and close residential mortgage loans. It is designed to naturally follow the various steps in loan origination, tracking and closing

		NetUpdate		LoanUpdate		Allows users to manage all elements of transactions, including documents, shared workflow, customer information and messaging

		Ocwen Technology Xchange		RealTrans		A transaction management portal

		Pipeline Solutions		Pipeline Loan Officer		A point-of-sale solution

		Pipeline Solutions		Pipeline Loan Processor		Includes the features of Loan Officer plus loan submission, underwriting, tracking and reporting

		Pipeline Solutions		Pipeline Loan Closer		A closing document preparation system

		QRM		QRM Mortgage Banking System		Allows mortgage bankers to manage interest risk

		RealEC Technologies		RealEC Exchange		B2B eCommerce exchange for mortgage fulfillment transactions

		Sound Software		Sound Mortgage Management System		Automates advanced disclosures, pre-qualification, origination, document preparation, processing, loan tracking, underwriting and commitment, as well as providing pipeline management and government reporting

		Swiftview Inc.		SwiftSend		A secure, Web-based, electronic document delivery service

		The Credit Network		iTCN		Eliminates typical setup, billing, upgrade and ongoing maintenance problems associated with ordering and delivering conventional mortgage credit reports

		TradeWeb LLC		TradeWeb MarketData		Gives users access to the largest fixed-income markets in real-time

		Veros Software		VeroFORECAS		Provides future home price forecasts, using multiple technologies and data mining to analyze complex relationships between house prices and numerous economic variables

		Vloanport		vForms		Offers an automatic e-mail return system to enable populating any form, including state disclosures, from an LOS system and permits e-mailing loan packages directly to prospective borrowers, saving shipping charges

		West Pole		MOAI (Mortgage Online At Interfirst) system		Enables brokers to submit rate locks, order funds, and perform other tasks in real time
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