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Reinventing Workflow

Given the current mortgage underwriting process and the
way that mortgage loans are being priced and purchased
by Wall Street investors, profit margins for mortgage

lenders are razor-thin relative to a year or so ago. To remain prof-
itable in this volatile environment, it is imperative that mortgage
lenders not only maintain, but also improve margins through new
efficiencies. Simply stated, mortgage lenders, like many other
businesses, need to find a path that will allow them to do more
with less, while collapsing the mortgage transaction cycle time. 

One such path to improving workflow processes is assess-
ing the lending risk within these volatile markets early on, at
pre-qualification and in the pre-funding mortgage underwrit-
ing environment, then routing the exceptions quickly so that
the appropriate due diligence can be conducted, and a determi-
nation made about next steps. 

From a loss-exposure standpoint, we have typically found
that clients can identify more than 20 percent of the total port-
folio loss dollars by reviewing only 1 percent of the loans in
the portfolio. In other words, by looking at only one in every
100 loans, they can identify one-fifth of the dollars that they
stand to lose in the foreclosure process. The remainder of
loans move along an accelerated path that saves time and orig-
ination costs. This small percentage not only accounts for a
significant portion of potential loss, but also represents those
loans containing the highest levels of loss severity.  

How workflow can be improved
Today, identifying loan risk on the front end of the lending cycle
should be as integral to a risk-management strategy as fraud
investigation already is. There are currently several highly
effective automated risk and fraud-detection tools on the market
that can help. Ideally, a proper decision-support engine will
quickly and efficiently triangulate the potentially suspicious
activity of borrowers and channel partners while at the same
time assessing the collateral itself. Our clients have found that
our loan risk-assessment tools work efficiently across most mar-
kets throughout the United States to generate significant cost
savings while serving up more accurate results than more tradi-
tional manual assessment methods, with most reporting a return
on investment of 10 to 1. The most efficiency, however, is
derived in metropolitan and/or homogeneous housing areas
where there has been considerable development over the last
several years.

Up to now, identifying loan exceptions created by an auto-
mated risk-decisioning system and routing them along a pre-
determined workflow path has generally been handled either
manually or by an enterprise system. However, Web-based
technology currently exists that can provide centralized,
online digital access to loan information in real time. This
technology allows underwriters, appraisers and reviewers to

work in parallel, greatly speeding the process of identifying
and making determinations on higher-risk loans faster. The
efficiencies created through this highly responsive process can
double underwriters’ capacity to review loan files by allowing
them to concentrate exclusively on the exceptions possessing
the greatest potential for expected loss. 

Again, simply put, by automating processes, which separate
favorable loans from problem loans on the front end, then

automatically routing and queuing the exceptions along a
predetermined path, originators will be able to spend their
time and money on the very small percentage of loans that
have the greatest elements of risk to their business in a pre-
funding environment. 

Selecting an automated risk-management system
When selecting an automated fraud-detection and risk-manage-
ment system, lenders can choose between bundled services and
stand-alone systems. There are some economies of scale with bun-
dled services, from a pricing standpoint, but generally companies
focus on products in those bundles where they can achieve the
highest profit margins. That is where they devote their time and
attention, from a sales and development perspective. A reduced
price may also mean reduced attention in terms of the vendor’s
understanding and support of those tools and technologies. In my
view, stand-alone systems that specifically address loan risk
assessment and fraud detection may be more appropriate for a
lender to save money, increase margins and improve workflow.  

In any case, originators should look for vendors that can
provide facts—concrete data and analysis that illustrate, over
the years, how they have scored loans and efficiently identi-
fied those loans most likely to cause loss. They must also be
able to demonstrate the performance of originated loans that
they judged as “good” versus the ones that became “prob-
lems.” There is no need to select a “Johnny-come-lately” ven-
dor in this day and age. Systems that have been vetted for
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years through marketplace cycles have
likely demonstrated their performance
and resilience, or they would not have
survived. 

The future of the loan process
It is clear that the entire loan process is
speeding up. In January I participated in a
client review where the organization had
cut three days from its loan transaction
cycle through the use of automated col-
lateral risk-management tools and work-
flow revisions. Before long, loans will be
originated in a day because sufficient his-
torical data on markets, borrowers and
other risk elements—along with the auto-
mated models to evaluate the complex
data stream—will exist to make such a
transaction time possible. In fact, the time
is coming when the quantification and
decision process on a loan will be practi-
cally instantaneous.

At the same time, market pressures
are forcing a tremendous consolidation
among lenders. If current trends contin-
ue, it is conceivable that not long from
now the top 20 lenders in the country
will be responsible for 90 percent of the
loan transactions, and that these same
20 will be automated from front to back
and all the way through to Wall Street,
securitization and ratings agencies.

To remain competitive and profitable,
mortgage lenders of all sizes need to eval-
uate loans as far up front as possible,
focus on the exceptions that can hurt
their business the most, accelerate the
workflow path for exceptions (e.g., less
transit time, fewer touches) and collapse
the lending cycle. Those that do will bet-
ter position themselves for success in a
rapidly changing mortgage marketplace.
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