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Traditionally, mortgage 
fraud is committed by the 
actual participants in a 
real estate transaction, 
like a nefarious borrower 
or a rogue loan officer or 
settlement services agent.

But a new kind of fraud 
is emerging that exploits 

the increased presence and types of real 
estate data available in the public domain.

As this month’s cover story explains, 
business email compromise scams and similar 
fraud schemes give outsiders a way to weasel 
into transactions without having a physical 
connection to any of the parties.

As the real estate and mortgage process 
becomes more digital and less face-to-face, 
fraudsters have more opportunity to take 
advantage of a variety of parties, including 
real estate agent, loan officer, settlement 
agent and borrower. And the shift to a 
purchase market has only increased the risk 
of this type of fraud.

Victims have lost as much as $3.7 billion to 
all manner of email comprise schemes since 
2013, according to data from the Federal 
Bureau of Investigation’s Internet Crime 
Complaint Center. 

For example, fraudsters are able to use 
public sites to monitor a transaction’s 
progress and at a critical juncture, spoof a 
legitimate participant’s email to send false 
wiring instructions to an individual or business 
to steal money.

Recently, federal law enforcement agencies 
seized $2.4 million, recovered an additional 
$14 million and made dozens of arrests in 
a string of cases involving real estate and 
mortgage transactions.

While the tremendous effort and resources 
being dedicated to implementing technology 
that improves the customer experience 
has created a sea change in the industry, 
the dangers of mortgage fraud — and in 
particular, schemes that take advantage 
of these new tech-enabled capabilities — 
cannot be ignored. Mortgage companies and 
their vendors must remain vigilant. 

Likewise, the potential for abuse should not 
be seen as an excuse to not embrace these 
new tools. The expectations of borrowers and 
employees alike have already been elevated 
and the mortgage companies that ignore that 
reality will get left behind.

Speaking of technology innovations, the 
2018 Digital Mortgage Conference is right 
around the corner. It’s not too late to register. 
This year’s event will take place in Las Vegas 
and is set to be the biggest and best yet. We 
look forward to being your host at this truly 
revolutionary event!
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As the pool of deals shrinks, banks are 
adding fewer CRE credits to their books. 
Total commercial real estate loans rose 0.8% 
from the fourth quarter to the first quarter, 
to $1.4 trillion, according to BankRegData. 
That compares to a 1.6% increase in the 
same period two years earlier.

At least some of the pullback by banks 
is a result of nonbank lenders, particularly 
private-equity funds, swooping in and 
stealing banks’ business, said Joe Walker, 
the head of CRE lending at the $6.9 billion-
asset WSFS Financial in Wilmington, Del.

“Private equity will come in and do 
either the entire loan, or a portion of 
the loan and we will be the subordinate 
lender,” Walker said. “The CRE loans we 
do are safer, but they’re smaller.”

From Dec. 31 to March 31, CRE loans at 
WSFS dropped 0.2% to $2.3 billion. It’s still 
the largest category at WSFS, representing 
about 47% of its total loan book.

Broader economic changes may also 
be contributing to the decline in CRE 
loan growth rates. Shared-workspace 
companies like WeWork and Regus have 
changed the business of managing and 
developing office buildings, said Gary 
Magnuson, the head of commercial real 
estate finance at the $158 billion-asset 
Citizens Financial Group in Providence, 
R.I. The result is that overall demand for 
office space could be shrinking.

“Tenants are using less space,” he said. 
“They want more flexible space. The 
trend is toward fewer offices.”

Lenders may also be spooked by a 
recent uptick in early-stage delinquencies, 
said Doug Ressler, the director of business 
intelligence at the real estate data provider 
Yardi-Matrix. CRE loans that are between 
30 and 89 days late rose 26% to $4.5 billion 
from the fourth quarter to the first quarter.

As more loans become past-due, it’s 
diminishing banks’ appetite for risk, 
Ressler said.

“There’s an awful lot of wait-and-see 
attitude that’s playing out here,” he said.

That attitude appears to be the new 
normal when it comes to bank lending for 
commercial real estate.

“We love the business,” Wells Fargo 
CEO Tim Sloan said on May 31 at an 
investor conference. “But … you need to 
be careful out there.” NMN
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Pulling back
Banks are making fewer commercial real estate loans as they contend with 
rising delinquencies and stiffer competition from nonbank lenders

Source: BankRegData

What’s Behind the Slowdown 
In CRE Lending Activity

By Andy Peters

Commercial real estate is their bread and butter, but many banks are 
scaling back in this vital loan category. Here’s why.

Commercial real estate is banks’ bread and 
butter, but many lenders are pulling back in 
this vital category as they contend with stiffer 
competition from nonbanks, a surge in loan 
delinquencies and broader economic forces, 
such as the increase of shared workspaces.

The rate of growth for CRE lending has 
dropped to its lowest level in at least three 
years as banks have tapped the brakes in 
lending to owners of both owner-occupied 
and non-owner-occupied commercial 
properties, according to FDIC call report 
data compiled by BankRegData. 

Robert Reilly, the chief financial officer 
at the $368 billion-asset PNC Financial 
Services Group in Pittsburgh, recently told 
investors and analysts that deal volume 
has slowed considerably in recent quarters.

“If you go back a year and a half or 
so, originations are down maybe 30%,” 
Reilly said at investor conference hosted 
by Morgan Stanley in mid-June.

Justin Bakst, director of capital markets 
at the real estate data provider CoStar 
Group, said that deal volume has tightened, 
in part, because the U.S. economy is in the 
late stages of its recovery and the pace is 
returning to more typical levels. 

Total transaction value for commercial 
real estate deals fell 6% last year, to $582 
billion, compared with the year prior, 
according to CoStar.

“CRE transaction volume hit its peak 
in 2015 and it remained high in 2016,” 
Bakst said. ‘We’re now coming down off 
those historic highs.”
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Reverse Mortgage Program Shouldn’t Be 
Fixed on Backs of Seniors: FHA Chief
By Hannah Lang

Origination

Federal Housing Administration chief 
Brian Montgomery said the agency is trying 
to determine the direct cause of losses 
to its reverse mortgage program, while 
indicating the FHA opposes any changes to 
the program that could hurt the elderly.

Though Brian Montgomery has only been 
head of the FHA since May, the agency is 
already in “fix-it” mode, he said. High up on his 
agenda are reforming the reverse mortgage 
program and updating the agency’s 
1960s-era computer operating system.

Montgomery previously served as FHA 
commissioner from 2005 to 2009, making 
this his second shot at fixing some of the 
problems that existed at the agency when he 
left nine years ago, he told reporters recently.

His nomination came shortly before the 
FHA released its annual report to Congress 
in 2017, which revealed that the agency was 
hit hard with losses in its reverse mortgage 
program. Those losses drove the capital 
reserve ratio down to 2.09% from 2.35% 
a year earlier. The FHA is required by law 
to maintain a 2% capital reserve buffer to 
cover projected losses. 

The drop raised questions about 
whether the agency would follow through 
with premium cuts that the Obama 
administration proposed and President 
Trump had suspended shortly after he took 
office. It also prompted calls to remove the 
FHA’s Home Equity Conversion Mortgage 
program from the agency’s Mutual 
Mortgage Insurance Fund. 

Delving into these pressing issues has 
made for “a busy 30 days,” Montgomery said. 

The home equity conversion program 
drove a 26-basis-point drop in the capital 
reserve ratio, sparking concerns not only 
about the agency’s finances, but also 
about senior citizens defaulting on loans.

This added to the debate on whether 
the reverse mortgage program should 
be separated from the FHA’s traditional 
single-family program and placed in a 

separate fund. Department of Housing and 
Urban Development Secretary Ben Carson 
agreed in October that separating the two 
programs would be a “worthy pursuit.”

The conversion program has had a 
“profound impact” on the insurance fund 
in the last decade, said Montgomery, 
but before any decisions 
about the program’s future 
are made, the FHA has to 
understand why it had to dip 
into the fund. 

“If you look at it at the 30,000-
foot level, interest rates are 
still relatively low, house prices 
have returned in most areas, 
yet here we are hemorrhaging 
money out of that portfolio,” 
Montgomery said. “It’s just one of the things 
that we’re looking at, and why is that?

The FHA also remains concerned about the 
impact any changes to the reverse mortgage 
program would have on senior citizens.

“There are some programs, but not 
enough, and this program allows seniors to 
age in place—which they all tell you they 
want to do, and certainly my mom has 
told me that—and I always say the best 
government program, it’s assistance you 
pay for yourself,” Montgomery said. 

Montgomery would also be open to 
welcoming more proprietary products into 
the reverse mortgage market.

“I don’t think it was ever written or 
envisioned that FHA should be 100% of 
the reverse mortgage market, and I think 
folks out of that industry would like to 
see more proprietary products expand,” 
Montgomery said.

When Montgomery first became head of 
the FHA in 2005, he said his goal was to bring 
the agency into the late 1990s. Now, the goal 
is to bring it up to the mid-2000s, he said.

“Back then, I think it was a punchline when 
you talked about the FHA systems, but it’s 
no laughing matter this time,” he said.

The FHA relies on a COBOL (common 
business-oriented language) computer 
operating system that was invented in 1959, 
which is mainframe-based. Increasingly, 
more government agencies are moving to 
a cloud-based system, which offers more 
security and allows a single operating 

system to move seamlessly 
between computers.

If the operating system were 
to fail, FHA single-family and 
multifamily loans would be 
unavailable until a replacement 
system was configured.

In 2017, the FHA had a total 
of 73 outages, some lasting as 
long as five days, according 
to the agency. HUD has been 

lobbying for years to receive funding to 
update its computer systems, but Congress 
has failed to provide it.

“FHA is looking for loose change under 
the sofa cushion and that manifests itself 
in a lot of ways that I think work against 
us,” Montgomery said.

However, the agency is looking at budget-
saving solutions, such as borrowing some 
of the technology infrastructure that the 
government-sponsored enterprises have 
built, or collaborating with the Department 
of Agriculture and Department of Veteran 
Affairs on shared platforms.

One of the biggest questions in the 
housing industry upon Montgomery’s 
nomination was whether he would revive a 
proposal under the Obama administration 
to cut premiums by 25 basis points.

Some groups have argued in favor of the 
premium cuts, saying that they would restore 
annual premium levels to precrisis levels.

The Community Home Lenders 
Association noted in a May 30 letter to 
Montgomery that the January 2015 annual 
premium cut from 1.35% to 0.85% was 
“highly successful,” which HUD agreed with 
in its 2015 annual report. NMN
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Secondary

from taxpayers. This is a continuation 
of that,” Schaefer said in an exclusive 
interview with NMN.

Both EPMI and IMAGIN are comparable 
to lender-paid mortgage insurance. 
For some lenders, the cost of EPMI will 
be an improvement over what they pay 
for LPMI, Schaefer said. But since LPMI 
is often offered on a negotiated price, 
other lenders won’t get better pricing 
with EPMI.

Between 10% and 15% of the low down 
payment mortgages delivered to Fannie 
Mae use LPMI.

“No. 1, this is an option for lenders,” he 
said. “So we’re not going to force any 
lender to ever use this. If they see this has 
value, they will consider it. If they don’t, 
no one is going to force them to use this.”

Additionally, the loan is only 
underwritten once; it does not need to 
go through a separate process to be 
approved for PMI. Any claims are handed 
by Fannie Mae.

“We’re trying to develop options for 
lenders to simplify their processes,” 
Schaefer continued.

“Both of those are really behind our 
roll-out of the EPMI pilot.”

EPMI also shares similarities with 
another Fannie risk-sharing product, 
called Credit Insurance Risk Transfer. 
They both use a front-end risk-sharing 
structure, with insurance obtained when 
it’s acquired by the GSE.

“We have done forward structures 
with CIRT that are really just like this, 
where we’re getting a 12-month forward 
commitment from the insurers or MIs,” 
Schaefer said.

During the pilot phase, Fannie 
Mae is limiting EPMI to whole loan 
commitments. Those whole loans will 
be pooled later into MBS and will also 
be covered by Fannie Mae’s credit risk 
transfer programs.

In the future, it could expand the options 
to include loans delivered in mortgage-
backed security commitments.

Fannie Mae collaborated with lenders 
and private mortgage insurers to develop 
the structure of EPMI. While private 
mortgage insurers are not providing 
the primary coverage on the first EPMI-
eligible loans, affiliates of several 

A new alternative
Fannie Mae's new Enterprise-Paid Mortgage Insurance is comparable to 
the lesser-used lender-paid PMI

Borrower-paid, 85%

Lender-paid, 15%

Source: Fannie Mae

Fannie’s Take on Paying for PMI Seeks 
To Avoid ‘Charter Creep’ Criticism

By Brad Finkelstein

A Fannie Mae test to handle the private mortgage insurance process 
for lenders may raise concerns that it’s going outside the scope of its 
secondary market mission.

A Fannie Mae test to handle the 
private mortgage insurance process 
for lenders may raise concerns about 
charter creep, but the effort reflects 
its mandate to explore new credit-risk 
transfer alternatives.

Under the new front-end risk-sharing 
program, dubbed “Enterprise-Paid 
Mortgage Insurance,” Fannie Mae will 
obtain and pay the premiums on private 
mortgage insurance policies on low 
down payment mortgages — though 
borrowers ultimately shoulder the cost 
through a loan-level price adjustment to 
their interest rates.

EPMI shares a number of features with 
a Freddie Mac initiative earlier this year 
called Integrated Mortgage Insurance, 
or IMAGIN. The PMI coverage in both 

plans carry noncancelable, 10-year 
terms and the policies are issued by a 
panel of reinsurers.

But critics accused Freddie Mac of 
engaging in charter creep and threatening 
private capital from re-entering the 
mortgage industry by participating in 
primary market activities.

But the PMI alternative is fair 
game for the government-sponsored 
enterprises because their conservator, the  
Federal Housing Finance Agency, has 
instructed them to develop a variety of 
credit-risk transfer structures, said Rob 
Schaefer, Fannie Mae vice president for credit 
enhancement strategy and management.

“FHFA has wanted us to explore 
different risk transfer structures, moving 
risk away from Fannie Mae and away 
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How Private-Label Investors Are Beating 
The GSEs at Their Own Game
By Brad Finkelstein

PMI carriers are participating in the 
reinsurance panel that provides credit-
risk transfer coverage. But Fannie Mae 
may obtain the primary coverage from 
approved PMI carriers in future deals, 
Schaefer said.

The mortgage insurance policy will 
be paid for through a loan-level price 
adjustment. “We structured it as an LLPA 
as opposed to a change in the guarantee 
fee to make it easier for lenders,” 
Schaefer said, explaining that some 
sellers might find it more challenging 
to have loans with different base g-fees 
together in the same delivery.

But Fannie Mae will look at this over 

time and if it finds that it is feasible to 
handle the payment in a different way, it 
would consider that as well.

The lenders participating in the pilot 
reflect a variety of company types and 
sizes. Fannie Mae did not disclose the 
participants, but as loans are acquired 
and the coverage obtained, the lenders’ 
names will be released in the information 
about the transaction.

“Small, medium or large, some lenders 
will like it, some won’t,” adding some 
lenders may prefer to not have to handle 
the operations and administrative 
requirements associated with obtaining 
and maintaining PMI policies, Schaefer 

said. On the other hand, there are 
lenders of all sizes that are comfortable 
with the current process.

“I know there’s been a lot of concern 
about this structure and I want to 
reiterate this is an option for lenders, 
they will decide whether this has value. 
This is not meant to force anybody to do 
this sort of structure or to undermine the 
MI industry as we know it,” he said.

“We consider the MIs our partners, the 
MIs have been partners for us for decades 
and they’ll continue to be partners with 
us going forward. Many lenders will 
continue to like the way they buy MI now 
and that’s just fine.” NMN

Fannie Mae and Freddie Mac enjoy 
considerable market advantages 
because of their lower cost of capital and 
significant government subsidies. But 
with some conforming loans, the private 
market is finding a way to compete with 
the government-sponsored enterprises.

“Overall, it’s newsworthy that, my gosh, 
there might be a better execution out there 
than the GSEs’ for some product,” said Tom 
Millon, the president, CEO and chairman 
of the Capital Markets Cooperative.

More high-balance conforming mortgages 
with strong credit characteristics are finding 
their way into private-label mortgage-
backed securities, according to a recent 
Moody’s Investors Service report.

The mortgages, known as “conforming 
jumbos,” exceed the standard $453,100 
GSE conforming loan limit, but are still 
eligible for purchase because they’re 
originated in high-cost areas.

So while the GSEs will buy conforming 
jumbo mortgages, private-label investors 
can often offer better pricing because of 
the loan-level price adjustments Fannie 
Mae and Freddie Mac must charge to 
account for their higher-risk profile. 
This is especially true when a lender has 

more conforming jumbos to sell than 
the 10% cap that the Securities Industry 
and Financial Markets Association puts 
on GSE to-be-announced loan pools, 
Moody’s added.

For those loans, “you can definitely see 
private-label execution for the very high-
quality loan being better than the GSEs,” 
Millon said.

Lenders such as HomeBridge Financial 
Services, loanDepot and Flagstar Bank 
are preparing to or have already done 
deals consisting of agency-eligible high-
balance loans in the private-label market. 

“The credit quality of GSE-eligible 
mortgages included in private-label 
RMBS collateral pools has thus far 
resembled that of prime jumbo loans 
more than that of GSE-owned loans,” 
Moody’s SVP Yehudah Forster said in a 
press release. “The inclusion of the GSE-
eligible loans in private-label RMBS is 
therefore mainly credit neutral.”

The Moody’s report mentioned several 
other categories of traditional conforming 
loans where a private-label execution 
might get better pricing than from Fannie 
Mae and Freddie Mac. These included high 
credit score loans with low LTVs, loans with 

lower debt-to-income ratios and cash-out 
refis with strong credit qualities.

But unlike the high-balance conforming 
and the investor loans, the pricing 
differences between private-label and 
GSE deals would be more marginal, 
Millon said.

Private-label execution has become 
more viable in the past year than 
previously, added David Battany, currently 
the vice chairman of the MBA’s residential 
production committee.

Part of the reason is that the GSE risk-
based pricing structure intentionally 
overprices the credit risk on these 
categories of loans in order to subsidize 
the pricing of loans for first-time 
homebuyers that have high LTVs, low 
credit scores and high DTIs.

“When the GSE are the only game in 
town, it doesn’t matter so much because 
everything is going to the same source,” 
said Battany, who is the executive vice 
president, capital markets at Guild 
Mortgage Co. But now, private-label 
execution is becoming more viable and 
that brings up another problem, the 
potential of adverse selection of loans 
being sold to the GSEs. NMN
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Servicing

The only four states in the nation that 
still lack apparent licensing authority 
of some kind for nonbank mortgage 
servicers are Alaska, Delaware, North 
Dakota and Wyoming.

Even in those states it might be best 
to double-check with an attorney or 
compliance officer as to whether any 
license or licenses are needed because 
the rules are complicated and been more 
dynamic recently, said Ben Purser, chief 
risk officer at RoundPoint Mortgage 
Servicing Corp.

“It is a very complex set of requirements 
some of which are consistent state 
to state, many of which really aren’t,” 
Purser said.

Mortgage servicing rights holders or 
mortgage companies that work with 
subservicers need to be especially careful 
about ensuring they have all required 
licenses because state guidance on 
whether “indirect” servicers need them has 
been known to change abruptly.

“All of a sudden, you may need a license,” 
said Tom Million, president and CEO of 
Capital Markets Cooperative.

Kentucky, for example, has said its 
guidance in this area is “subject to change” 
in conjunction with a memo released in late 
2016 that specified both master servicers 
and subservicers required licenses.

And late last year, the Arkansas Securities 
Department fined Aurora Financial Group 
$5,000 for holding mortgage servicing 
rights on 169 mortgages in the state 
without a license.

“It’s increasingly rare that states don’t 
require an MSR owner to have a license,” 
said Purser.

State licensing requirements also have 
been extended to offshore subservicing 
operations that save servicers money by 
tapping into lower-cost labor. Ocwen, for 
example, agreed to stop using unlicensed 
affiliate companies to service loans in 
Washington state in order to resolve a 
licensing dispute there.

And it’s not just at the state level. Some 
municipalities, including Yonkers, New 
York, and Chicago have their own debt 
collection licensing requirements that 
pertain to servicers, said Purser.

While the direct costs associated with 
a single state’s fine or license can be 

State of servicing oversight
Only four states don't explicitly require servicing licenses

Source: GAO, state regulators

States Ramp Up Licensing 
For Mortgage Servicers

By Bonnie Sinnock

Servicers and MSR investors face increased regulation and oversight as 
nearly all states now require some form of licensing for firms responsible 
for mortgage collections.

The limited number of places where 
mortgage servicers can operate without 
a license is getting even smaller due to 
state regulators’ growing concerns about 
Consumer Financial Protection Bureau 
deregulation and the increased market 
share of nonbanks.

As recently as 2016, more than a dozen 
states did not require nonbank to have a 
specific license for mortgage servicing, 
according to a report that year by the 
Government Accountability office.

But today, all but four states impose 
one or more requirements on industry 
firms that can include a general mortgage 
license that covers servicing, a standalone 
servicing license, or a general debt 
collection license.

“I would say there’s momentum in 
licensing in the last year and a half and I 
would say it’s building up a head of steam,” 
said Stephen Ornstein, a partner at law 
firm Alston & Bird.

Both Pennsylvania and Oregon added 
new servicer licenses this year.

The Keystone State’s licensing in 
particular appears positioned to 
“address fears that federal mortgage 
servicing enforcement may be reduced” 
on the federal level, according to a 
report by law firm Reed Smith earlier 
this year.

As a result, “I think some state regulators 
feel they’ve been left behind if they 
haven’t,” said Costas “Gus” Avrakotos, an 
attorney at law firm Mayer Brown.
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relatively small, the costs 
can add up for players 
with limited scale as 
well as for multistate 
companies that lack 
the federal preemption 
afforded by a national 
bank charter.

The Conference of 
State Bank Supervisors 
brought together state 
regulators to form the 
Mortgage Servicing 
Rights Task Force in 
2014 due to concerns 
about the nonbank 
servicers, which tend 
to have thinner capital 
buffers and less 
traditional regulation 
than banks.

Differences in the 
structure of nonbanks 
can make them more 
susceptible to volatile 
swings in MSR market 
values. And with their 
origination volumes and 
margins thinning, there 
is increased concern 
about added strain to 
nonbank servicers that 
also originate mortgages. 

Servicing mortgages 
is often used as a natural 
hedge to the cyclical 
originations business; 
when interest rates rise 
and loan origination 
volume falls, the value 
of servicing rights tends 
to go up. 

But atypical market 
swings can and do 
happen, which can 
expose mortgage firms 
to potential losses in 
the event of a irregular 
rate transition.

The one type of 
servicing investor that 
may be exempt from 
licensing requirements is 
an excess MSR holder.

Investors that hold 
the rights to fees that 
exceed the basic fee 

paid to servicers are “not 
required to be licensed” 
unless specified through 

agreement, according 
to a regulatory filing 
by mortgage servicing 

rights investor New 
Residential Investment 
Corp. NMN
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file data points if they use automated 
verifications provided by approved third-
party data aggregators. The initiative is 
designed to save lenders time during the 
origination process and make underwriting 
decisions more accurate.

The new method of using bank account 
data instead of tax transcripts may prove 
particularly useful if non-salaried employee 
income, which relies more heavily on tax 
transcript verification, becomes more 
prevalent among mortgage borrowers.

The mortgage industry has long 
bemoaned inefficiencies and delays in the 
Income Verification Express System, the 
IRS service that processes 4506-T requests 
and provides lenders with borrower tax 
transcripts. The service is notorious for 
slowdowns and outages during tax season 
and is often suspended during federal 
government shutdowns, like the one in late 
2013 that lasted over two weeks and led to 
industrywide delays in loan closings.

More recently, the industry was caught off 
guard after the IRS made security updates 
to IVES late last year that immediately led 
to crippling delays.

In the immediate wake of the mortgage 
crisis, lenders would submit a 4506-T to the 
IRS “on every loan or substantially every 
loan that they underwrote, even ones that 
didn’t close,” which added to mounting 
expenses and reduced margins in the 
industry, said Nick Volpe, chief strategy 
officer at ACES Risk Management Corp.

But the IVES delays and added expense 
of requesting the tax transcripts have 
gotten so bad, many investors “made 
changes in the last year or so that no 
longer required the lenders to get them, 
generally speaking, in the manufacturing 
process,” he said.

Instead, lenders have borrowers sign a 
4506-T to authorize a tax transcript request, 
but only submit it to the IRS if the borrower 
has nontraditional income sources or 
other riskier characteristics, or if the loan is 
selected for a quality control review.

“It’s changed to become more of a back-
end function,” for the most mainstream 
loans,” Volpe said.

However, that’s prompted concerns 
about underwriting standards becoming 
too lax — something that bank data 
verifications could address. Another 
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Automated validations of underwriting data are helping 
lenders cut days off their mortgage origination timelines

Source: Fannie Mae data from Jan.-June 2017 Day 1 Certainty users

Bank Account Data Could Help Lenders 
Avoid IRS Tax Transcript Delays

By Bonnie Sinnock

Paycheck information gleaned from bank accounts is emerging as an 
alternative to verifying a mortgage applicant’s income and employment 
with a 4506-T tax transcript request to the IRS.

The jury’s still out on whether bank 
account data is a viable alternative to the 
tedious process of contacting employers 
to verify a mortgage applicant’s job 
status. But there’s already hope that the 
same data could replace the even more 
nettlesome task of Internal Revenue 
Service income verifications.

While Fannie Mae is currently testing 
new ways to use checking account and 
direct deposit data to verify a borrower’s 
employment and income, it doesn’t appear 
that large mortgage investors are quite 
ready to use the data as an alternative to 
IRS tax transcripts. But that hasn’t stopped 
third-party data providers from getting 
excited about the prospects.

“This is an alternative that can be used 
where borrowers will fit into the appropriate 
criteria based on their net income and their 
cash-flow streams,” said Brent Chandler, 

founder and CEO of FormFree Holdings, 
which works with Envestnet-Yodlee to 
provide automated verification of a 
borrower’s income and assets using data 
from banks and other sources.

The basic idea is to verify applicants’ 
employer and salary information by 
identifying the source and frequency of 
direct deposits and other payroll activity 
in their checking accounts.

“We’re starting with W-2 employees 
like we did with data validation for Day 1 
Certainty, because that is the bulk of the 
borrower base,” said Andrew Bon Salle, 
executive vice president of Fannie Mae’s 
single-family business. But “that could 
change over time” depending on the needs 
of future borrowers, he added.

Fannie Mae’s Day 1 Certainty program 
offers lenders upfront representation and 
warranty waivers on a number of loan 
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benefit of the bank data proposal is that 
the information is timelier than what’s 
available in annual tax returns.

Still, bank data is unlikely to ever 
completely replace IVES because the 
transcripts offer a more detailed and 
broader view of borrowers’ finances.

“I don’t think today that you’ll eliminate 
the use of the 4506-T where the 4506-T is 
needed,” said Steve Smith, CEO of Finicity, 
a financial data aggregator.

Tests have already shown using bank 
data for asset verification isn’t a perfect 
replacement for employer verification, let 
alone tax transcripts. Data submissions can 
vary by bank and lenders can run into issues 
when mortgage applicants don’t deposit 
paychecks at a bank. Other issues can 
arise when a payroll services outsourcer or 
professional employer organization issues 
paychecks in their own name, rather than 
the applicant’s actual employer.

What’s more, some lenders may be 
hesitant about using the data, even if it’s 
approved by investors.

“We are not participating in that 
right now,” said Magesh Sarma, chief 
strategy officer for AmeriSave Mortgage 
Corp., citing a preference for getting 
information directly from employers 
as opposed to “trying to surmise” what 
income a borrower has made based on a 
bank statement.

Still, there are lenders willing to give 
single-source income validations a shot. 
Borrowers have been “absolutely blown 
away by how simple it is,” Bill Banfield, 
executive vice president of capital markets 
for Quicken Loans said in an interview last 
year about its income verification pilot 
with Fannie Mae.

While bank data may not work in every 
situation, it could reduce the industry’s 
reliance on tax transcripts and in turn, 

strain on the IRS and IVES. Meanwhile, 
efforts are also underway to help the IRS 
improve its outdated technology, but that 
requires funding either from Congress or 
the mortgage industry itself.

A proposal to replace tax verifications 
with secure access to data from another 
government source of income validation 
has been thoroughly researched, but 
requires legislation that hasn’t gotten 
necessary approvals, said Anne Canfield, 
executive director of the Consumer 
Mortgage Coalition.

Using bank information also has some 
downsides, but it is attractive in that it 
doesn’t require congressional approval, 
Canfield said.

“Would it replace the 4506-T? I don’t 
know about that. I think ultimately we’d 
just have to see. We’d want to make sure 
that it’s accurate. That’s the bottom 
line,” she said. NMN

Ginnie Mae’s Digital Mortgage Securitization 
Pilot Likely to Start in 2019
By Brad Finkelstein

Ginnie Mae is looking to start a pilot 
program to securitize digital mortgages 
as early as 2019, but issuers would not be 
able to commingle loans using traditional 
paper files in those deals.

The federal agency’s comments are 
from its Ginnie Mae 2020 report, the 
name coming from the year the program 
celebrates its 50th anniversary.

“The business model we envision will 
allow issuers to securitize digital promissory 
notes that are executed on a uniform 
smart document format, with elements 
and specifications like the SMART Doc 
format used by the government-sponsored 
enterprises Fannie Mae and Freddie Mac,” 
the report stated.

It plans to work with the GSEs to get the 
benefit of their experience with securitizing 
digital mortgages and to make sure its 
solution can easily be adopted by lenders 
that are using similar technology for 
conforming loans.

“We believe aligning policies across 
federal housing programs and developing 
technical standards are foundational steps; 
they will be our priority during the initial 
stages of our digital collateral strategy,” 
the report said. “We aim to complete 
these foundational steps by 2019 and then 
authorize pilot programs enabling issuers 
to securitize digital mortgages, even as we 
continue to develop other aspects of our 
digital collateral strategy.”

Maintaining the liquidity of the mortgage 
servicing rights in pools that use traditional 
processes is one of the reasons for the 
segregation of collateral. “When we consider 
the pool-level structure of the MBS program, 
we believe that allowing traditional paper 
notes to be included within a pool or 
loan package, which also contains digital 
mortgages, may reduce the marketability of 
the corresponding MSR,” the report said.

However, digital mortgage pools will be 
able to go into multiple issuer securities, along 

with other pools comprised of traditional 
paper notes. “We plan to adjust pool and 
loan package requirements to accommodate 
various levels of digital mortgage production 
and will be considering additional incentives 
for issuers to go digital,” the report said.

In addition, differences in the digital 
submission process compared with that 
used for traditional securities collateral will 
not allow the two to be mixed in a Ginnie 
Mae issuance. Digital pools will be delivered 
to a designated Ginnie Mae electronic vault 
and subject to an automated, system-
based initial certification process.

Ginnie Mae will be switching from a 
hard SecurID token for users to make data 
submissions to a soft token app. Hard 
tokens are physical devices that need 
to be accessible to the user and can get 
lost. “Soft tokens replicate the security 
advantages of multifactor authentication, 
while simplifying distribution and lowering 
costs,” the agency said. NMN
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administrative overreach,” said Don Lampe, a 
partner at Morrison & Foerster.

Much of the financial litigation winding its 
way to the Supreme Court has at its core what 
deference is due to an agency in interpreting 
existing bank regulatory policy.

Under the so-called Chevron doctrine, 
named after a Supreme Court case, courts will 
generally defer to the statutory interpretation 
by a government agency charged with 
implementing the statute, as long as the 
agency’s interpretation is sound.

Members of the court’s current conservative 
wing have been critical of the doctrine. 
Before he became a Supreme Court justice, 
Neil Gorsuch, in an appeals court decision, 
notably referred to the deference granted 
regulators as an “elephant in the room” 
that “permit[s] executive bureaucracies to 
swallow huge amounts of core judicial and 
legislative power.”

If the high court attempted to roll back 
the Chevron doctrine, it could significantly 
impact policies by the Consumer Financial 
Protection Bureau and other agencies.

CFPB leadership structure
Kavanaugh wrote a 110-page opinion in 

a case, PHH vs. CFPB, in which he found 
the agency’s single-director structure was 
unconstitutional but stopped short of 
eliminating the bureau outright.

Kavanaugh’s decision on a three-judge 
panel was overruled in January by the full U.S. 
Court of Appeals for the D.C. Circuit, which 
affirmed the constitutionality of the agency.

One overlooked aspect of the PHH ruling 
dealt with upholding the due process rights 
of companies to sue their regulator.

“Kavanaugh set forth a strong view on 
companies being entitled to due process in 
administrative proceedings,” Lampe said.

Other observers said a rightward shift on 
the court could lead to the justices to further 
reconsider the bureau’s structure.

“A more conservative Supreme Court will 
be more inclined to find the CFPB structure 
unconstitutional,” said Dan Crowley, a partner 
at K&L Gates. “The whole conservative 
mantra of strict constructionism means 
reading the constitution as it is written, as 
opposed to trying to reinvent the constitution 
or judicial activism. I think the separation of 
powers doctrine is pretty clearly violated by 
the structure of the CFPB.”

Supreme Court Shuffle: 5 Possible 
Reverberations for Banks

By Kate Berry & Hannah Lang

A more conservative court will be likelier to rule favorably on 
issues ranging from the deference for regulatory agencies to 
what constitutes a fair-lending violation.

A Supreme Court that moves even 
further to the right with the appointment 
of Judge Brett Kavanaugh could make the 
policy horizon even brighter for the financial 
services industry.

President Trump announced the nomination 
last month of Kavanaugh, who sits on the U.S. 
Court of Appeals for the D.C. Circuit, to fill the 
seat vacated by Justice Anthony Kennedy. 
His confirmation would further bolster the 
conservative majority on the high court.

While much of the focus on a Kennedy 
successor has centered on how a more 
conservative justice — and therefore 
a more conservative majority on the 
court — will affect social issues such 
as abortion, a more rightward shift is 
seen as another positive for a business 
community that has already made gains 

from congressional reform of financial 
regulation and the tax code.

Here are five financial policy areas that could 
be impacted by a more conservative court:

Chevron doctrine
A major concern of banks and financial 

firms is the measure of judicial deference 
given to administrative agencies.

Given that Trump has been eliminating 
regulations put in place by former 
President Barack Obama, a Trump 
nominee would be expected to side 
against administrative overreach, an issue 
Republicans have been chipping away at 
since the 1960s, lawyers said.

“What businesses care about are legal 
certainty, principles of deregulation and 
the ability to conduct their business without 
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RBS Settles Illinois MBS Probe for $20 Million
By Bonnie Sinnock

Interest rate limits for debt buyers
The Supreme Court in 2016 had declined to 

hear the case known as Madden v. Midland, 
but legal experts say the issue of which 
jurisdiction’s interest rate rules apply in an 
interstate loan sale could come back before 
the high court.

The 2015 ruling in the Madden case by 
the U.S. Court of Appeals for the Second 
Circuit knocked down the theory that 
a loan was “valid when made,” which 
suddenly cast doubt on marketplace 
loans sold in states with usury caps.

The ruling technically applied only in 
states governed by the Second Circuit: 
Connecticut, New York and Vermont.

“I think a new court could reverse 
Madden,” said Lawrence Kaplan, chair 
of the bank regulatory group in the 
banking and payments systems practice 
of Paul Hastings.

“The Second Circuit overturned a 
hundred years of precedent. If you have 
a more conservative court, they are 
more likely to look at Madden when the 
loan was made versus when the loan was 
sold,” Kaplan said.

While the high court previously had 
balked at hearing the case, Kaplan said 
that was most likely because the decision 
of the Second Circuit had not been 
in conflict with a ruling by a different 
appeals court.

“The Supreme Court could take Madden 
up again if there is a circuit split,” he said. 

Fair lending
A more conservative Supreme Court could 

reexamine the use of the disparate impact 
rule in fair lending. Kennedy was a swing 
vote and sided with the liberal judges in the 
2015 Supreme Court case Texas Department 
of Housing and Community Affairs v. The 
Inclusive Communities Project, which ruled 
that the Fair Housing Act of 1968 bans 
both explicit discrimination and implicit 
discrimination. Disparate impact states that 
lenders and other defendants can be found 
accountable for racial discrimination even if 
it was unintentional.

“Justice Kennedy, a conservative, wrote in 
2015 that ’restrictions that unfairly exclude 
minorities’ are unlawful,” said Jesse Van 
Tol, the CEO of the National Community 
Reinvestment Coalition. “This is a simple 
standard of fairness.”

The Department of Housing and Urban 
Development has signaled it will soften 
disparate impact rules, which could spark 
legal battles and force the issue to come 
back before the court.

“We’ve already seen the administrative shift 
on disparate impact,” said Isaac Boltansky, 
the director of policy research at Compass 
Point. “We could see even more under a 
conservative court.”

The Equal Credit Opportunity Act of 1974, 
which made it unlawful for creditors to 
discriminate against applicants, could also 
be open to reinterpretation under a more 
conservative court.

“Where some observers might have seen a 
stretch in terms of interpreting something as 
a fair-lending violation under ECOA, a more 
conservative court may not see that activity 
as a violation,” Kaplan said.

GSE dividend agreement
Fannie Mae and Freddie Mac 

shareholders could also benefit from a 
more conservative court as they continue 
to challenge the third amended dividend 
agreement, which directed the government-
sponsored enterprises to pay the Treasury 
Department a quarterly net worth sweep of 
profits beginning in 2012.

“The theory would be that a conservative 
is more likely to value private property and 
see this as an illegal taking,” Jaret Seiberg, an 
analyst for Cowen Research Group, wrote in a 
research note.

However, Seiberg cautioned that 
conservatives traditionally want judges 
to issue rulings based on congressional 
legislation, and in the Housing and Economic 
Recovery Act of 2008, Congress restricted the 
ability of investors to sue.

In February, the Supreme Court declined 
to hear an appeals case challenging the net 
worth sweep, leaving intact a lower court’s 
ruling that reaffirmed investors cannot sue 
the government over the dividend change.

“I think there’s some who are making it out 
that it will impact Fannie and Freddie, but I’m 
not as sold there,” said Boltansky. “We need a 
case that gets there first.” NMN

The Royal Bank of Scotland is paying 
$20 million to settle an investigation by 
the Illinois attorney general related to the 
bank’s marketing and sale of residential 
mortgage-backed securities.

The investigation had focused on the 
Royal Bank of Scotland’s alleged failure 
to disclose the securities true risks 
during the period leading up to the 2008 
economic collapse.

“With this settlement, I have recovered 
over $475 million for Illinois pension 
systems and residents as a result of 

fraudulent conduct in the mortgage-
backed securities market,” Lisa Madigan, 
the Illinois attorney general, said in a 
press release. “Nearly a decade after 
the economic crisis, I continue to recover 
critical funds for the state due to Wall 
Street’s misconduct.”

RBS recently agreed to pay almost 
$5 billion to resolve similar federal 
allegations. In the past year, RBS has 
agreed to pay more than $6 billion to 
resolve various charges related to the 
sale and marketing of its precrisis RMBS.

Illinois will divide the proceeds from 
its settlement with RBS between Illinois’ 
Teachers Retirement System, the State 
Universities Retirement System, and the 
Board of Investment that oversees the 
State Employees’ Retirement System.

Other financial services firms Madigan 
has settled precrisis RMBS allegations 
with include Bank of America, which 
agreed to pay $300 million. BofA 
distributed $200 million of that amount 
to Illinois pension systems and $100 
million for consumer relief. NMN
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Post-crisis measures made it harder for rogue borrowers and employees to commit fraud. 
Now, a new threat has emerged: Scammers posing as title agents, real estate professionals 

and more

By Brad Finkelstein

In Grand Haven, a small resort town nestled on the eastern shore 
of Lake Michigan, a homebuyer walked into his credit union. It was 
an unseasonably warm, but pleasant, October afternoon in 2016, 
with a slight breeze coming off the lake.

The homebuyer brought with him an email he’d printed out, 
containing instructions for wiring about $50,000 in closing costs 
to Sun Title, the settlement company that was coordinating his 
purchase of a home the next morning.

At first glance, the email appeared perfectly normal, down to 
the use of Sun Title’s logo in the email signature. The contents of 
the message were seemingly innocuous, as the homebuyer had 
been expecting the wire instructions and was looking forward to 
finalizing the transaction.

But the reality was far more sinister and the potential outcome 
even more disastrous, had it not been for an eagle-eyed manager 
at the credit union. 

Something was off about the email, the manager noticed. While 
the sender’s name matched the Sun Title employee who had been 
working with the homebuyer, the message came from an account 
@suntitie.com, with an “i” where the “l” should have been.

So the credit union manager and homebuyer called Sun Title to 
confirm the details. They quickly discovered the wire instructions hadn’t 
actually come from Sun Title, but rather from a fraudster attempting 
an elaborate con known as a business email compromise scheme.

“It never should have been caught,” said Sun Title CEO Tom 
Cronkright. “We should have been hit really hard for that one.”

Digital processes have revolutionized the entire home buying 
experience by making it faster, cheaper and more transparent. But 
it’s also opened the door to new types of fraud that exploit the 
increasingly virtual nature of these transactions.

The industry has worked tirelessly to stamp out fraud committed by 
nefarious borrowers and rogue employees. Underwriting tools that 
rely on independent data have replaced paper-based verifications, 
making it harder for misrepresentations to slip past lenders.

But business email compromise and similar schemes stand 
apart from more traditional forms of mortgage fraud because 
the perpetrators don’t typically have a connection to the subject 
property or parties involved in a transaction. It’s a distinction that’s 
largely caught the industry off guard, even among professionals 
actively on the lookout for it.
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All told, the thwarted incident 
involved less than an hour of real-time 
communication between the fraudster and 
the transaction’s legitimate parties, but the 
scheme had been put in motion months 
before the situation came to a head in the 
lobby of the credit union.

It began with a successful phishing scam 
targeted at the real estate agent who 
would go on to represent the Grand Haven 
homebuyer. That let the fraudster tap into 
the agent’s email account and monitor 
communications with clients.

Using information gleaned from the 
email surveillance, the fraudster set about 
creating fake email accounts for both the 
homebuyer and Sun Title.

The fraudster laid low until the morning 
of Oct. 17, when a message was sent using 
the real estate agent’s email account 
to Sun Title’s escrow officer, Cronkright 
said. It asked that Sun Title send wire 
instructions to the homebuyer for the next 
day’s closing.

However, the fraudster provided a fake 
email for the buyer; after the information 
was sent, the fraudster sent a confirmation 
that it was received, which gave Sun Title 
comfort it was dealing with the right party, 
he said. Meanwhile, the scammers sent 
their own instructions to the buyer using 
the “Suntitie.com” email address.

Thankfully, no funds were lost to the 
fraudulent scheme and the buyer still 
finalized his purchase, using a cashier’s 
check to pay the closing costs. But just 
a year earlier, Cronkright and his Grand 
Rapids, Mich.-based company were not so 
lucky when they were the targets of a less 
sophisticated scheme.

In the spring of 2015, Cronkright’s partner, 
Lawrence Duthler, received what looked 
like a normal business email containing 
wiring instructions for the earnest money 
deposit on a commercial property sale.

As part of the scam, the buyer gave 
Sun Title a cashier’s check for $185,000 
to deposit into the settlement agency’s 
escrow account. A clause in the sales 
contract called for the seller to receive the 
earnest money before the closing, after 
the buyer had completed a due diligence 
review on the property. 

The provision was uncommon, as funds 
are normally held until closing. But it 
wasn’t radically unusual and since it was 
contained in the sales contract, Sun Title 
obliged with the request.

The check was deposited in Sun Title’s 
escrow account, and the initial indication 
was that it had cleared. Sun Title moved 
forward with the wire transfer to the 
property seller. 

A few days later, Cronkright and Duthler 
discovered the check, issued by an out of 
state financial institution, had bounced 
and Sun Title had lost $180,000.

“After the fraud took place, we learned 
the buyer’s identity had been stolen and 
the perpetrators were using 
that to defraud us,” said 
Cronkright. 

A subsequent investigation 
revealed a similar scam using 
the same stolen identity in 
five other states. Cronkright 
now suspects the seller — 
who legitimately owned the 
property, but had borrowed 
heavily against it — was in 
cahoots with the buyer on the fraudulent 
scheme. “They did a really good job — 
even back in 2015 — to convince us we 
were dealing with the right people all 
along,” Cronkright said.

The property has since been seized by 
authorities, Cronkright said. The partners 
contributed $90,000 each to replace the 
stolen funds. It took them two years of 
effort to track down the missing funds, 
starting with the email trail.

“Through litigation or finesse, any data 
point or name we could get out of anyone 
that had visibility to where the funds went, 
we went after them,” Cronkright said. 

The search spanned six countries, but 
its recovery efforts were based in the U.S. 
The bulk of the money recovered “was 
voluntarily sent back with [the scammers’] 
consent through the banks,” although the 
rest was recaptured through civil litigation, 
Cronkright said.

The mortgage industry is a ripe target 
for business email compromise schemes 
because of the increased presence of 
publicly available data about real estate 
listings and sales. 

Within 48 hours of a home going up for 
sale, the listing is syndicated across myriad 
multiple listing services and real estate 
websites. After it goes under contract, the 
property’s status is changed to pending 
sale. That helps outsiders — including 
people not in the United States — perfectly 
time when they weasel into transactions.

Meanwhile, digital communication has 
removed much of the personal connection 
between the players in a real estate deal. 
Participants might rarely, if ever, meet 
face-to-face, increasing the fraud risk 
because they do not know each other.

“Mortgage fraud is always there. There 
is a significant potential 
for fraud in a real estate 
transaction because that’s 
where the money is,” said 
Rebecca Walzak, president 
of rjbWalzak Consulting. But 
the “percentage of those 
committing fraud is shifting 
towards outsiders. Outsiders 
are interested in the money 
more than the property.”

Mortgage lenders focused on the 
traditional fraud scams in originations, 
said Ann Fulmer, president of Paladin 
Advisory Services. People still misrepresent 
their intent to occupy and their source of 
funds. But the industry wasn’t prepared to 
deal with outsiders diverting money with 
business email compromise schemes.

A small measure of success was seen in 
June when federal enforcement agencies 
made 74 arrests and were able to seize $2.4 
million of ill-gotten gains and disrupt or 
recover an additional $14 million from BEC. 
Among the victims were title companies 
and real estate attorneys.

“They did a really good 
job — even back in 2015 
— to convince us we 
were dealing with the 
right people all along.”

— Tom Cronkright, CEO
 Sun Title

Tom Cronkright
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Showing the global nature of BEC crime, 
29 of those people arrested were in Nigeria 
with one each in Canada, Mauritius and 
Poland. There were reported losses of 
$3.8 billion from 44,007 victims of BEC 
and a related fraud called email account 
compromise since 2013, when the Federal 
Bureau of Investigation’s Internet Crime 
Complaint Center — known as IC3 — 
started tracking these schemes. In the first 
quarter of 2018, there were 4,081 victims 
with reported losses of $685.2 million.

For the first five months of this year, 
adjusted losses from real estate-related 
BEC were $46.1 million, nearly equaling the 
amount for all of 2016 and is on pace to 
match the $111.2 million for 2017, the FBI 
said. Adjusted losses for all BEC fraud last 
year was $675 million.

“The good news in those numbers is that 
it also reflects a growing awareness and 
recognition. Now you just have to turn to 
prevention,” Fulmer added.

Besides the money lost to the scammers, 
lenders face the added risk of being sued 
by consumers affected by the fraud.

“All of us in the transaction have a duty 
to protect the consumers,” said Cronkright. 

However, there are some attorneys who 
are looking to create a legal obligation 
on the theory the victim lost money and 
someone has to pay, he added.

In one case, James and Candace 
Butcher sued Envoy Mortgage, Wells Fargo 
(where their bank account was), Land Title 
Guarantee and Kentwood Real Estate 
after becoming victims of a BEC scam 
involving nearly $273,000, according to 
media reports.

The case was filed in the Denver District 
Court in June 2017; a public records search 
said it was closed on March 12, with no 
other disposition listed. Envoy and the 
Butchers’ attorney did not respond to 
requests for comment. 

The victims of most BEC frauds never 
see their money again. Sun Title was lucky; 
through a lot of detective work done by 
Cronkright and his business partner over 
a two-year period, Sun Title was able 
to recover $140,000. The June arrests 
included some of the perpetrators.

And Cronkright found himself in a new 
line of business, founding a firm called 
CertifID to prevent others from being 
victims of BEC. 

BEC fraud is also on rise with new home 
sales. “We’re seeing them get much smarter 
and more brazen on the new construction. 
We had two frauds in west Michigan this 
year alone where a builder’s identity was 
spoofed,” Cronkright said.

The buyers thought they were responding 
to an email from their builder and ended 
up wiring out $150,000 to the fraudster. 

In another attempted fraud, the 
scammers tried to get between the lender 
and a homebuilder.

“So lenders have to be careful to protect 
their customers from, or at least let them 
know that, this threat is out there and 
this is exactly how the wiring process is 
going to work and this is exactly how the 
information is going to be shared and it 
won’t change,” Cronkright said.

Earlier this year, the New York law firm of 
Abrams Garfinkel Margolis Bergson, which 
handles real estate closings, got a phone 
call from a lender that wanted to confirm 
its wire instructions. 

“Someone had tried to assume our 
identity and sent some wire instructions to 
the lender and it had nothing to do with 
us,” said attorney Neil Garfinkel. 

Growth spurt
Financial losses from real estate-related business email
compromise fraud are on pace to equal last year's record high
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“Had they not called to confirm we sent 
this over, they would have funded this other 
account and they could have been out the 
money,” he added.

But not everyone has gotten the word 
that changes in the wiring instructions 
need to be verified.

Half of one AGMB employee’s job 
function is verifying the wire before it is 
sent. “One wire could devastate a company, 
it could devastate a firm,” added Michael 
Barone, another AGMB attorney. “These 
aren’t small wires, these aren’t $5,000 
wires; these are hundreds of thousands of 
dollars, if not millions of dollars.”

AGBM now puts a notice on the bottom 
of all its emails warning recipients of cyber 
fraud and wire theft and telling people 
to be wary of any changes to the wire 
instructions, do not accept email wire 
instructions without verification and to 
call on a number known to be true and 
accurate. And it is in a thick, bold font, 
Garfinkel said.

“The overriding point is that you just 
can’t rely on everyone being vigilant. You 
need to have policies about how to deal 
with these things because not having a 
very systematic routine, there’s just too 
much room for error,” he said.

Making the verification call on a trusted 
number is important. “Scammers are now 
deploying phone ‘porting’ technology, to 
intrude into that safeguarding process, 
masquerading as a trusted party,” warns 
a bulletin about BEC published earlier this 
year by the New Jersey Department of 
Banking and Insurance.

Because the fraudsters are monitoring 
transactions, it is important that 
settlement agents and lenders have their 
own information technology controls in 
place, like two-factor authentication, said 
Mike Steer, president of Mortgage Quality 
Management & Research. 

Plus, they need to train their employees 
on how to spot and deal with email 
phishing scam  attempts.

“It is the small things like that then end up 
saving potential losses,” he said. “The more 
that [employees] are trained to be aware of 
certain scams that are out there and items 
to look for ... [and] to stop and think before 

they act and get themselves into trouble, 
the more cautious they’re going to be and 
the more aware they’re going to be.”

In their attempt to escape detection, the 
perpetrators use multiple bank accounts 
and/or use multiple names on the same 
bank account. Some of these accounts 
may lay dormant for a while, said Ike 
Suri, CEO of Fundingshield, a firm whose 
services include account verifications.

“We see some actors requesting the 
same wires to the same accounts using 
different names over and over again. 
It doesn’t mean that it’s for fraud,” said 
Suri. “The fraudulent accounts usually 
don’t get too far. The people that are 
perpetrating these frauds rarely ever 
keep these accounts open for more than 
six months because their scam is always 
going to be found out.”

But just because an account might not 
be used for a period of time, doesn’t mean 
it won’t be pressed back into service.

“It’s easy to fake a name on a wire 
account, anybody can do it. I’m sure a 
lot of the victims may have even verified 
names on wire accounts,” he added.

“But what we do, is we verify the people 
who are behind that, along with the age 
of the wire account; match the corporate 
entity that is supposedly listed there 
along with their addresses, so that they 
all match up, so we know exactly who 
we’re dealing with and not just other third 
parties,” Suri said.

Fraudsters have taken advantage of 
lax rules in some states to file “doing 
business as” names that are similar 
to legitimate companies. Then, they 

open a bank account under that name 
and masquerade as the real company. 
Without a background check on the bank 
account, Suri said, problems can arise 
when fraud victims don’t know whether 
they’re dealing with the real company or 
the impostor.

After fraudsters made a number of 
unsuccessful attempts at wire fraud 
against Gateway Mortgage Group, the 
lender spent much of its 2017 information 
technology budget putting up defenses to 
thwart these types of scams, said Chief 
Information Officer Steven Harpe.

It built a layered information security 
platform “that has really helped us get 
eyes on this,” he said. “We have software 
in front of our communications system 
that is looking specifically for things like 
impersonation attempts or emails that are 
coming from geographic regions that we 
don’t do business in.”

Gateway partnered with a company 
that gave it the ability to write its own 
programming, Harpe said, adding the first 
eight months of the roll out was specific to 
customizing everything to meet its needs.

“If there is one thing that keeps you up 
at night, it is trying to stay ahead of this,” 
he said. “The industry is behind the curve. 
The criminals have the advantage because 
there’s a lot more of them and it’s almost a 
frictionless process for them. And it makes 
peoples’ jobs like mine and others in lender 
information security harder.”

The increase in spam attacks is another 
worry for Harpe. “They defeat you first by 
just overwhelming you with spam and then 
getting your credentials. Then there going 
to sit and watch your behavior, watch who 
you’re talking to and then they’re going to 
impersonate someone.”

He cited Oakland A’s executive Billy 
Beane of “Moneyball” fame. “His story 
is spot on here. You can’t win this fight 
doing things the old way, thinking with old 
thoughts. You’ve got to win this fight by 
hiring people with talent, people that know 
mathematics, people that can help you 
find the problems before they get to you.

“No one’s immune to it, and if you don’t 
have the right people and the right tools, 
you’re going to lose,” Harpe said. NMN

“The industry is behind 
the curve. The criminals 
have the advantage 
because there’s a lot 
more of them and it’s 
almost a frictionless 
process for them.”

— Steven Harpe, CIO
Gateway Mortgage Group
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Voices

which effectively provides two layers of 
loss absorption before Fannie Mae and 
Freddie Mac take a loss.

As the discussion continues about 
what to do with Fannie Mae and Freddie 
Mac, one question continues to be a 
major obstacle to a sustainable solution: 
Will a new housing finance system be 
able to support well-qualified, low-to-
moderate income families as well as the 
current system?

But to really answer this question, it’s 
necessary to understand to what extent, 
if at all, the GSEs are cross-subsidizing 
their pricing. This analysis is based 
on the limited public information on 
GSE pricing, including loan-level price 
adjustments, observed from the GSE 
LLPA pricing charts since the GSE and 
Federal Housing Finance Agency pricing 
methodology is very opaque.

Analyzing and understanding the 
amount of credit risk Fannie and Freddie 
hold at various LTV ratios leads to the 
question of how they price credit risk. 
Let’s consider a borrower with a 660 
credit score and a 5% down payment who 
wants to buy a $200,000 house.

The loan has to be credit enhanced to the 
point that the GSE would only experience 
a credit loss if the overall losses on the 
home were in excess of $40,000. To do this, 

Fannie Mae and Freddie Mac’s efforts 
to offer low down payment mortgages 
include multiple layers of protection 
against credit losses. But an analysis of 
these measures suggests the government-
sponsored enterprises are actually 
overcharging the low-income borrowers 
and first-time homebuyers they’re 
supposed to be helping.

The GSEs’ federal charters require a 
minimum 20% credit enhancement on 
every mortgage Fannie Mae and Freddie 
Mac purchase.

The simplest way to meet this congressional 
requirement is for the borrower to have a 
20% down payment.

Alternatively, if the borrower’s down 
payment is less than 20%, private 
mortgage insurance can be obtained for 
the loan.

The lower the down payment, the 
higher the required PMI coverage, 

Month 2018  National Mortgage News   1nationalmortgagenews.com

Table 1: LLPA fee schedule

Credit score Loan-to-value ratio

60% 70% 75% 80% 85% 90% 95% 97%

> 740 - $350 $375 $800 $425 $450 $475 $1,455

720-740 - $350 $750 $1,200 $850 $900 $950 $1,940

700-719 - $700 $1,500 $2,000 $1,700 $1,800 $1,900 $2,910

680-699 - $700 $1,875 $2,800 $2,550 $2,250 $2,375 $2,910

660-679 - $1,400 $3,375 $4,400 $4,675 $4,050 $4,275 $4,365

640-659 $600 $1,750 $4,125 $4,800 $5,525 $4,950 $5,225 $5,335

620-639 $600 $2,100 $4,500 $4,800 $5,525 $5,850 $6,175 $6,790

< 620 $600 $2,100 $4,500 $4,800 $5,525 $5,850 $6,175 $7,275

Source:  Author’s analysis of GSE pricing matrix. Fees based on 30-year fixed-rate mortgage 
for a $200,000 home

GSE Down Payment Penalty 
Creates Homeownership Hurdles
By Ted Tozer
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the borrower would need to pay an LLPA 
of $4,275 and buy a mortgage insurance 
policy to supplement the down payment, 
which gives the GSE $67,000 of credit loss 
protection — in essence, a 66.5% LTV loan.

To effectively evaluate the LLPA table, 
one must understand the GSEs’ credit risk 
exposure at various loan-to-value ratios. 
Table 1 shows the LLPA a homebuyer 
would have to pay at various credit scores 
and LTV levels.

One would expect the 
LLPA charged for this loan 
to be equivalent to the 
LLPA charged on a 66.5% 
LTV loan, since the GSE 
loss severity exposure is 
the same. However, the fee 
charged for a 70% LTV loan 
is only $1,400. The 95% LTV 
borrower must pay an extra 
$2,875. What’s more, an 
apparent high LTV penalty appears at 
all credit score levels.

Because of the lack of transparency by 
the GSEs and FHFA, there is speculation 
about the rationale for the apparent bias 
against high LTV loans.One reason could 
be the counterparty risk the GSEs have 
with the PMI companies.

During the housing crisis, three PMI 
companies were seized by state regulators. 
The state regulators slowed down the 
claims-paying process at these three 
companies to assure all claims would be 
paid eventually.

The other five PMI companies paid their 
claims on time and in full.

All housing finance participants 
that survived the mortgage crisis have 
adjusted policies to strengthen the 
overall system. For example, the FHFA 

has minimized future risk to the GSEs 
from the use of MI by becoming an 
unofficial regulator of the PMI companies 
and setting capital standards that are 
double pre-crisis levels.

There was controversy around PMI 
companies rescinding coverage for fraud 
and poor underwriting during the crisis, 
similar to the buybacks the GSEs required. 
The MI rescissions were detrimental to 
the servicers and advantageous to the 

GSEs. The GSEs required 
servicers to buy back MI 
rescinded loans, which 
entirely eliminated the GSE 
credit risk.

To become better partners 
with the lending community, 
the PMI companies have 
rewritten their master 
policies to limit and clarify 
the company’s ability to 

rescind coverage.
Given these MI industry enhancements, 

it is hard to see how any lingering 
concerns about the PMI industry justify the 
incremental $2,875 being charged to the 
hypothetical borrower mentioned above.

Another possible reason for the 
increased fees on high LTV loans is the 
potential for greater losses to the GSEs, 
even after factoring MI claims being paid. 
Sticking with the example of a 660 credit 
score borrower buying a $200,000 home, 
Table 2 demonstrates the loss exposure 
to the GSEs at various LTV and default 
probability levels.

The GSEs do not charge LLPAs or 
require mortgage insurance on loans 
originated with 60% LTV ratios. Simply 
put, it’s unlikely the GSEs would suffer 
a loss if a loan with that much equity 

defaults. So in this scenario, their limited 
risk exposure on the first $120,000 of 
the original purchase price is the same, 
regardless of the credit enhancements 
protecting the remaining $80,000.

While it’s true that borrowers with 
smaller down payments present a greater 
default risk, the gap between the LLPAs 
charged on 70% LTV and 95% LTV 
loans is so great than increasing the loss 
frequency by a factor of 10 justifies less 
than half the $2,875 difference.

Based on this analysis, the cross 
subsidization appears to be overcharging 
high LTV borrowers and subsidizing 
low LTV borrowers by about $1,775. Put 
another way, 95% LTV mortgages would 
have to default at a rate of nearly 24 to 1 
compared to 70% LTV loans to justify the 
difference in LLPA fees.

Requiring borrowers to pay a fee that 
disproportionately reflects the risk to 
the government-sponsored enterprise is 
detrimental for low-income individuals 
and families, particularly first-time 
homebuyers and people of color.

The GSE bias against high LTV lending 
has pushed borrowers to Federal Housing 
Administration who would normally be 
served through GSE products.

Housing reform advocates need to be 
conscious of and open-minded about 
how a new housing finance system 
affects and supports the underserved 
because the lack of transparency in the 
current system has pushed potential 
borrowers to the outskirts.

Ted Tozer is a senior fellow in the housing 
finance program at the Milken Institute Center 
for Financial Markets. He was president of 
Ginnie Mae from 2010-2017.

Ted Tozer

Table 2: Mortgage loss frequency

LTV Purchase 
Price

Initial 
Recovery

Loss before 
Enhancements

Down 
Payment

PMI 
Coverage

Loss 
Severity

Default 
Probability

GSE 
Loss LLPA Difference

70% $200,000 $120,000 -$80,000 $60,000 $0 -$20,000 1% -$200 $1,400 $1,200

95% $200,000 $120,000 -$80,000 $10,000 $57,000 -$13,000 10% -$1,300 $4,275 $2,975

95% $200,000 $120,000 -$80,000 $10,000 $57,000 -$13,000 23.66% -$3,075 $4,275 $1,200

Source: Author’s analysis
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CALIFORNIA
SAN FRANCISCO

Alight Mortgage Solutions, a 
subsidiary of Alight Inc., has named 
Katrina Marshall sales director, 
Western region and strategic accounts.

Marshall brings to the company 
over 30 years of experience as a 
mortgage executive managing 
originations, operations, underwriting 
and technology integrations.

Prior to Alight, she was with 
management consulting and 
professional services firm Accenture.

Previously, Marshall spent 15 years 
in mortgage insurance, most recently 
with National Mortgage Insurance 
Corp. as a director.

FLORIDA
CLEARWATER

Newbold Advisors has promoted 
Robert Simpson to partner. He will 

be based out of the firm’s national 
operations center in Fort Worth, Texas.

Simpson has more than 20 years of 
senior management experience in the 
financial services industry, including 
international work in India, Panama 
and the Philippines.

He was previously the chief 
operating officer at a regional default 
services law firm.

Prior to that, Simpson held 
executive roles with CMS Holdings, 
Lehman Brothers, Aurora Loan 
Services and RBMG.

NEW JERSEY
CRANBURY

Visionet Systems Inc. has hired 
Thomas Lin as senior vice president, 
client success. He brings to the 
company 25 years of experience in the 
mortgage industry.

Lin has held management roles at 
Bank of America, Countrywide Home 

Loans and Coast Federal Bank and 
more recently with ISGN Solutions, 
where he served as senior vice 
president of business development.

TEXAS
DALLAS

Calyx Software has promoted Bob 
Dougherty to executive vice president 
of business development. He replaces
Dennis Boggs who retired on June 30 
after 27 years with the company.

Dougherty joined the company 
in 2016 as the vice president of 
business development.

Previously, he was the vice 
president of mortgage operations 
at Merchants Bank in Winona, 
Minn., where he led operation and 
secondary marketing functions for its 
mortgage banking division.

Prior to Merchants Bank, Dougherty 
was executive vice president at 
Boom Brother Commercial Capital, 

an intermediary consulting firm 
facilitating commercial financing for 
commercial/multifamily buildings. 

WASHINGTON
SEATTLE

Union Bank has hired Debra 
Montgomery as managing director, 
Pacific Northwest region for the 
private mortgage division of Union 
Bank Home Loans.

She will manage the team of private 
mortgage consultants and be based in 
the bank’s Bellevue, Wash., office.

Montgomery has more than 15 years 
of experience in the mortgage industry.

Most recently she served as 
Northwest market leader for Movement 
Mortgage, where she led a team of 
mortgage consultants in addition to 
managing her own portfolio of clients.

Prior to that, she was a vice 
president, senior home loans manager 
for Bank of America in Bellevue. NMN
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Screenshots

12 Housing Markets Where Homebuyer 
Purchasing Power Is Plunging

No. 1
San Jose, Calif.
Median sale price: $1,150,000
RHPI: 143.75
Year-over-year RHPI: 19.27

No. 2
Las Vegas, Nev.
Median sale price: $250,000
RHPI: 86.47
Year-over-year RHPI: 15.07%

No. 6
Nashville, Tenn.
Median sale price: $230,000
RHPI: 105.42
Year-over-year RHPI: 10.61%

No. 10
Columbus, Ohio
Median sale price: $179,500
RHPI: 61.52
Year-over-year RHPI: 9.76%

No. 12
Atlanta, Ga.
Median sale price: $212,000
RHPI: 76.1
Year-over-year RHPI: 8.56%

No. 5
Charlotte, N.C.
Median sale price: $212,000
RHPI: 75.23
Year-over-year RHPI: 10.66%

No. 9
Orlando, Fla.
Median sale price: $218,000
RHPI: 94.21
Year-over-year RHPI: 9.81%

No. 11
Boston, Mass.
Median sale price: $427,120
RHPI: 88.83
Year-over-year RHPI: 9.36%

No. 4
Jacksonville, Fla.
Median sale price: $204,500
RHPI: 97.39
Year-over-year RHPI: 11.13%

No. 8
Minneapolis, Minn.
Median sale price: $251,954
RHPI: 91.07
Year-over-year RHPI: 9.86%

No. 3
Seattle, Wash.
Median sale price: $474,623
RHPI: 96.19
Year-over-year RHPI: 12.24%

No. 7
Tampa, Fla.
Median sale price: $193,000
RHPI: 76.17
Year-over-year RHPI: 9.96%

House prices have continued rising after a competitive spring 
home buying season, diminishing homebuyer purchasing power 
in several of the nation’s housing markets. And while a healthier 
economy is putting more money in consumer pockets, house price 
appreciation continues to outpace income and wage growth. 
Increases in mortgage rates are also creating further affordability 
challenges for homebuyers.

Here’s a look at 12 housing markets where homebuyer purchasing 
power is plunging. The data, from the April First American Real 
House Price Index, measures home price changes, taking local 
wages and mortgage rates into account “to better reflect consumers’ 
purchasing power and capture the true cost of housing.”
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SHINING THE LIGHT ON 

NON-QM 
 LENDING 

Deephaven Mortgage® LLC. All rights reserved. This material is intended solely for the use of licensed mortgage professionals. Distribution to consumers is strictly prohibited. Program and rates 
are subject to change without notice. Not available in all states. Terms subject to qualification. For more information on Deephaven’s state licensing, visit the NMLS Consumer Access webpage 
at http://nmlsconsumeraccess.org/.  NMLS #958425

Millions of potential borrowers are locked out of today’s conventional mortgage market. 

Deephaven Mortgage is shining the light on Non-QM lending by providing products specifically designed to address 
the needs of millions of borrowers who are unable to obtain a traditional mortgage. In return, this allows originators to 
expand their business by reaching out to a broader group of borrowers.

Help shine the light on Non-QM for your potential borrowers. Contact us by visiting 
www.deephavenmortgage.com and selecting either Correspondent or Wholesale. 
We look forward to you getting in touch with us today!
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NMLS ID #6606. Licensed by Arizona Department of Financial Institutions license BK-0912376, Department of Business Oversight under the California Residential Mortgage Lending Act License, N.J. Department of Banking and Insurance, 
Mississippi Department of Banking and Consumer Finance. www.nmlsconsumeraccess.org. Georgia Residential Mortgage Licensee, License # 22564. Illinois Residential Mortgage Licensee. Kansas Licensed Mortgage Company Licensed 
MC.0025168.  Mortgage Lender & Mortgage Broker License MC6606,  Ohio Mortgage Broker Act Mortgage Banker Exemption License MBMB.850190.000. Rhode Island Licensed Lender.  Texas licensed location 6504 International Pkwy, 
Ste 1300, Plano, TX 75093. Consumer Loan Company License #CL-6606.  14511 Myford Rd, Ste 100, Tustin CA 92780 (800) 450-2010
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