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/ Editor’'s Note

New Tech on the Block

BLOCKCHAIN TECHNOLOGY HAS MADE
waves as the platform that underpins trans-
actions for bitcoin and other cryptocurren-
cies. But the practical applications for block-
chains go far beyond digital payments.

This month’s cover story explains what
makes blockchain technology so unique and
explores a number of uses within the mort-
gage and real estate industries.

For example, because of the way block-
chains maintain a complete log of all the
changes made to an individual record, the
technology is ideal for tracking mortgag-
es and their associated servicing rights as
loans progress through payoff and change
hands between investors and servicers.
Plus, the way records are securely stored
on a blockchain improves audit trail func-
tionality and ensures accuracy whenever
there are disputes.

Also in this issue, we are pleased to pres-
ent the 2018 Top Producers. This annual
ranking of mortgage loan officer and broker
origination volume is now in its 20th year
and even better than ever.

This year’s program includes a number
of new and exciting features designed to
provide insights into key industry trends,
as well as feature the accomplishments and
successes of individual loan officers.

In addition to asking loan officers about
their 2017 loan volume, we surveyed these
mortgage professionals about their views on
recent industry developments, as well as the
marketing techniques and business practic-
es that make them successful.

2 April 2018 National Mortgage News

Their insights offer a boots-on-the-
ground view of the state of mortgage orig-
inations at a critical time for the industry
and should prove valuable both to lending
executives seeking to recruit and retain top
talent, as well as to loan officers of all expe-
rience levels.

The results and analysis gleaned from
this data will be rolled out online through-
out the month of April. The special section
in this issue includes the overall ranking of
loan officer mortgage volume, but be sure to
also check out the regional rankings of loan
officers, as well as rankings based on loan
product types and other metrics.

And of course, a huge thank-you and con-
gratulations goes out to all the loan officers
who participated in this year’s survey. We
couldn’t do this without your support.

If you’re attending this month’s Mortgage
Bankers Association Technology Confer-
ence in Detroit, be sure to stop by the Na-
tional Mortgage News booth and say hello.
We’d love to hear from you!

Austin Kilgore
Editor in Chief
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People are
Reading ...

People are
Talking About ...

Getting back to normal?

Atough hurricane season contributed to higher delinquencies i the second half of last year, but the
number of late yments is now closer to where it was a year ago

27M
2.6M

More subservicing

Ahigher percentage of Nationstar's onboarded morigage servicing rights during 2017 came from
subsenvicing contracts

®Subservicing @ Total

2016

e

Share shifts

Arch, which started 2017 as the argest Ml undenwitr afer the United Guaranty deal, ended the
fourth quarter ied with Radian

30%
25%

Payments Back on

Track After Hurricanes
Delinquencies from Hurricanes Har-
vey and Irma are starting to subside,

even as pre-storm foreclosures that
were put on hold resume.

Gloves Off in CFPB
Tug of War

The war of words between acting
CFPB Director Mick Mulvaney and

Sen. Elizabeth Warren, D-Mass., the
agency's architect, is escalating.

Nationstar Banking on
Servicing to Drive Profits

The servicing business drove Nation-
star’'s 4Q profitability and will be a
maijor factor going forward after the
company is acquired by WMIH.

Has GSE Reform
Hit the Skids?

Despite a legislative push to jump-
start housing finance reform,
efforts to form consensus over a bill
once again are stuck in neutral.

Mis Continue Taking
Market Share from FHA

Private mortgage insurance continued
to take market share from the FHA in
2017, with both products outpacing
the growth in debt outstanding.

Is There a Blockchain in Mortgage
Servicing’s Future?

rc whalen
There is no practical use for blockchain in the

" mortgage market. Call us if you find one. The only

real world use case for blockchain is ... bitcoin.

Buying a Bay Area Home Now a
Struggle for Apple, Google Engineers

Brion McDermott
Who's coming up with 28% and 33% ratios for

| the housing cost? In Florida the average person

is often paying 35% or more for housing.

What Happens to CFPB If Mulvaney
Becomes Trump’s Chief of Staff?

Peter Hansen
Don’t do it Donald. After 7 years of oppression, you

— placed a person with intelligence and reason in the

only federal agency that has accountability to no
one.

Upbeat FHA Outlook in Trump Budget
Renews Calls for Premium Reduction

Prudent Underwriter

Premium levels should be based on historic default
rates and forecasting models but most certainly
not one fiscal year’s results, or political reasons.
Additionally, having only recently met reserve mini-
mumes, one cannot consider FHA reserves “strong.”

Headlines and comments selected by NMN's editors from among the past month’s most popular online content.

S

Ei KT

Follow us on Twitter @NatMortgageNews and join the National Mortgage News groups on Linkedln, Facebook and Google+
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Hispanic Homeownership Undeterred
By Immigration, Inventory Frets

The Hispanic homeownership rate grew for the third straight year in 2017 and the

number of homeowners in the demographic group is at an all-time high.

BY BRAD FINKELSTEIN

below the peak
54%

Hispanic homeownership

The Hispanic homeownership rate grew for the third year in a row and now is 3.5 percentage points

52%

50%

48%

46%

44%

42%

40%

?-)
v’000 ?’00‘3 %,

Source: U.S. Census Bureau/NAHREP

DESPITE CONCERNS ABOUT U.S. IMMI-
gration policy and housing inven-
tory shortages, the Hispanic home-
ownership rate increased for the
third consecutive year in 2017.

The rate increased to 46.2% from
46% in 2016. The high point was 49.7%
in both 2006 and 2007, according to a
report from the National Association
of Hispanic Real Estate Professionals.

In addition, 2017 ended with the
highest number of Hispanic home-
owners, at 7,472,000 units, up by
167,000 from 7,305,000 units one
year ago, which was the previous
high. This can be attributed to overall
population growth among Hispanics
in the U.S. The report cites U.S. Cen-
sus Bureau data for its findings.

The overall homeownership rate
is 63.9% for 2017, up from 63.4% in
2016, according to the report. The
2007 homeownership rate for the
general population was 68.1%.

“We see from the report’s data
the strong enthusiasm for homeown-
ership within the Hispanic commu-
nity,” said NAHREP President Daisy
Lopez-Cid in a press release accom-
panying the report. “With a growing
Hispanic population and the highest
rate of workforce participation, His-
panics are expected to drive growth
in the housing market for decades.”

Besides inventory and immigra-
tion, natural disasters also were a
negative factor that inhibited home-
ownership growth among Hispanics

6 April 2018 National Mortgage News

last year, NAHREP said. But those
problems “are short term and solv-
able,” the report said. “The Hispanic
segment’s influence on U.S. home-
ownership gains is based on the
long-term impact of their combined
workforce, economic and aspiration-
al contributions, which are expected
to continue to drive homeownership
for the foreseeable future.”

The U.S. Hispanic population
grew by 1.1 million in 2017, and is
now at 58.6 million people. But
the three states hardest hit by
natural disasters last year — Cal-
ifornia, 15.3 million; Texas, 10.9
million; and Florida, 5.1 million —
account for more than half of that
total. The Hispanic labor force

participation rate is 66.1%, higher
than any other racial or ethnic de-
mographic, the report states.

Hispanics accounted for 265,000
new household formations last year,
or 28.6% of the total. In 2016, there
were 340,000 new Hispanic house-
hold formations.

The slight decline in formations
could be attributed to that half the
Hispanic population resides in high
housing cost states, the report said.

Immigration policy hasbeen a drag
on Hispanic homeownership since
President Trump assumed office. Last
June, 52% of Latino, Arab and Asian
respondents in a Redfin survey, said
the president’s immigration policies
played a role in reshaping their deci-
sion to buy or sell a home.

“The volatility surrounding im-
migration reform can have an esca-
lating impact on Hispanic consum-
er appetite to make the long-term
financial commitment required for
homeownership,” the report said.

Meanwhile, the
shortage hit the low-end of the
housing market the hardest,
which has affected affordability.
Also cited in the NAHREP report
was data from a Fannie Mae sur-
vey last fall that found 56% of His-
panic respondents felt it would be
difficult to get a home mortgage
today, compared with 41% of the
general population.

But 81% of the Hispanics surveyed

inventory

said owning a home was a good long-
term investment, similar to the 82%
of the general population. NMn
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Why Experts Think Amazon HQ2 Will
Land in Atlanta or Northern Virginia

BY ELINA TARKAZIKIS

AFTER NARROWING ITS SEARCH TO
20 cities, experts predict Amazon
will choose Atlanta or Northern Vir-
ginia as its second headquarters,
which will have a profound impact
on both housing and the economy
in and around the chosen city.

Of all remaining cities on Ama-
zon’s list, Atlanta and Northern Vir-
ginia stood out as top contenders,
according to a Zillow survey of 100
housing and economy experts.

Atlanta has the fourth lowest
home values and rents among the
finalists, making it an attractive op-
tion for the roughly 50,000 workers
Amazon plans to hire, Zillow said.
Northern Virginia, however, which
is part of the Washington, D.C., met-
ropolitan area, is among the most
expensive cities on the list, but may

seem appealing because of its close
proximity to policymakers.

As Amazon grew from a start-
up bookstore to one of the na-
tion’s top retailers, home values
in Seattle, where the company is
based, have nearly doubled while
rents have risen by half. Amazon
shouldn’t take all the blame for
the rise in rents, as the company
only accounts for one-fifth of the
city’s rent growth. The company’s
expansion created an environment
that attracted several other busi-
nesses to the Seattle region.

Amazon’s second headquarters
will not only bring thousands of
high-paying jobs to its new city, but
it has the potential to transform the
regional economy, according to Zil-
low Senior Economist Aaron Ter-

razas. The company’s new location
should spur demand for all housing
types, from urban apartments to
single-family homes.

“Atlanta has the benefit of being
one of the most affordable markets
in the country, and is undergoing
an urban renaissance with new
public infrastructure providing
attractive opportunities for em-
ployers seeking to lure young ur-
banites. Northern Virginia has its
benefits as well, as it’s close to a
highly educated workforce and a
well-developed public transit in-
frastructure in the D.C. area,” Ter-
razas said in a press release.

Many of the contenders for Am-
azon’s HQ2 have offered tax breaks
and other benefits to the company,
but the cities should be careful what

they wish for, as they could be put-
ting their region at risk.

“The potential economic benefits
of hosting Amazon HQ2 are tantaliz-
ing, and will tempt the 20 munic-
ipalities still in the hunt to dangle
significant tax incentives to get a
deal done,” Terry Loebs, founder of
Pulsenomics, said in a press release.

“These cities should be pre-
pared not only to justify their fi-
nancial inducements, but to care-
fully weigh the social risks and
costs that could accompany their
HQ2 commitment.”

Housing and economy experts
also cited Austin, Texas, Raleigh,
N.C., and Denver as possible picks.
Respondents cited Los Angeles,
New York, Miami and Newark, N.]J.,
as least likely to be chosen. Nmn

Loans for Flipping Houses Soar, But
Cash Still Reigns Supreme

BY ELINA TARKAZIKIS

HOUSE FLIPPING ACTIVITY IS AT AN
11-year high, prompting lending for
these projects to soar 27%, accord-
ing to Attom Data Solutions.

A total of 207,088 homes were
flipped over the course of 2017, which
represented 5.9% of all single-family
homes and condos sold last year, up
from 5.7% in 2016. House flipping
loan volume reached $16.1 billion,
the highest level since 2007.

Flipped homes originally pur-
chased by an investor with financing
made up 34.8% of all houses flipped
last year, up from 31.6% in 2016.
Though the majority of investors
purchased flips with cash last year,
the growth in flips financed by inves-
tors in 2017 hit a nine-year high.

Though the surge in house flipping
of recent years may mimic the flipping

nationalmortgagenews.com

frenzy from more than a decade ago,
today’s home flips are built on a much
more solid foundation, according to
Daren Blomquist, senior vice presi-
dent at Attom Data Solutions.
“Flippers are behaving more ra-
tionally, as evidenced by average
gross flipping returns of 50% over
the last three years compared to av-
erage gross flipping returns of just
31% between 2004 and 2006 — the
last time we saw more than 200,000
home flips in consecutive years,”
Blomquist said in a press release.
“And while financing for flippers
has become more readily available in
recent years, 65% of flippers still used
cash to buy homes flipped in 2017,
nearly the reverse of 2004 to 2006,
when 63% of flippers were leveraging
financing to buy,” he continued.

House flips completed in 2017
yielded an average gross profit of
$68,143, which represented an av-
erage 49.8% return on investment.
This average gross flipping ROI is
down from 2016’s all-time high of
51.9%, but still the second highest

in recorded history.

Cities with the highest home
flipping rates in 2017 included
Memphis, Tenn., Las Vegas and
Tampa, Fla. Nmn

Flipping out

13%

In 2017, Memphis, Tenn., had the highest home flipping rate of all cities with at least 1 million people

12%

1%

10%

9%

Memphis

Source: Attom

Las Vegas

8%
7%

Tampa

Birmingham Phoenix
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GSE Credit Risk Transfer Programs
Are a Housing Reform Model

There are still steps Fannie Mae and Freddie Mac can take to maximize secondary

market liquidity and broaden the investor bases.

BY BRAD FINKELSTEIN

$1.8 trillion of mortgages

GSE risk transfers

Through December 2017, Fannie Mae and Freddie Mac have transferred $62 billion of credit risk on

@® Mezzanine

® First-loss

ACIS/CIRT

Front-end
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THE SUCCESS OF THE GOVERN-
ment-sponsored enterprises’ credit
risk transfer programs shows that
they can be the basis for housing fi-
nance reform.

But there are still steps that can
be taken to maximize secondary
market liquidity and broaden the
investor bases, according to a paper
co-written by Annaly Capital Man-
agement and the Federal Reserve
Bank of New York.

The various proposals for hous-
ing finance reform generally share
two common goals: ensuring that
mortgage credit risk is borne by the
private sector, and maintaining the
current securitization infrastructure
as well as the standardization and li-

quidity of agency mortgage-backed
securities markets, said the paper’s
authors, Annaly’s Chief Investment
Officer David Finkelstein, its Direc-
tor of Macro Strategy Andreas Strzo-
dka, and James Vickery, FRBNY’s as-
sistant vice president in the research
and statistics group. “The credit risk
transfer program, now into its fifth
year, represents an effective mecha-
nism for achieving these twin goals.”

Through December 2017, Fannie
Mae and Freddie Mac had trans-
ferred $62 billion of the credit risk
on $1.8 trillion of mortgages using
various structures.

But when it comes to broaden-
ing the investor base, the authors
argued against the GSEs selling the

8 April 2018 National Mortgage News

first-loss piece and catastrophic risk
pieces of the risk-sharing securities.
Transferring the first-loss piece
is unlikely to lead to any overall net
losses for the GSEs after taking into
consideration the guarantee fee
income earned on the underlying
mortgages. It is also of limited ben-
efit from a risk management stand-
point and it gives the GSEs skin in
the game “which may help attract in-
vestors and mitigate moral hazard.”
Finally, “some private investors
may face high capital costs from hold-
ing first-loss tranches,” the report said.
Similarly, the GSEs would see lit-
tle risk management benefit from
selling the catastrophic risk piece.
What they should concentrate on

is what they are currently doing:
transferring the mezzanine credit
risk associated with their guarantee
portfolio, the report said.

Front-end risk transfers could elim-
inate some of the time lag associated
with the current program, but the
trade-off is a smaller investor base.

“This more limited investor uni-
verse should make for less efficient
execution, in turn raising the premi-
um for the credit risk. From a broader
financial stability perspective, this ap-
proach also implies less system-wide
diversification of mortgage credit risk,
given that mortgage originators, like
the GSEs, are significantly exposed to
the housing market and are also often
highly leveraged,” the report said.

What will broaden the investor
base is removing the regulatory un-
certainty regarding whether real es-
tate investment trusts and insurers
can purchase these assets.

“We note that the CRT programs
have not yet been tested by an ad-
verse macroeconomic environment,
and we cannot be certain how CRT
investor demand and pricing will
evolve under such conditions. Care-
ful management of the programs will
likely be needed during such an epi-
sode. As we discuss, there are also a
several outstanding questions about
the design of CRT instruments, and
how to maximize secondary market
liquidity and enhance the breadth
of the investor base. The credit risk
transfer programs will continue to
grow and evolve in response to these
considerations,” the report said. Nnmn
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FHA Eyeing Further Action on

Mortgages with PACE Liens

BY GLEN FEST

SO FAR, THE FEDERAL HOUSING
Administration’s opposition to fi-
nancing energy efficiency retrofits
through property assessments has
focused on mortgage originators.
The agency no longer insures mort-
gages on homes with existing Prop-
erty Assessed Clean Energy liens.

It has yet to take action when
a homeowner with an existing
FHA-insured mortgage
PACE financing.

Dana Wade, the FHA’s acting
commissioner and deputy assistant
secretary, suggested that this could
change. In an address at the recent
Structured Finance Industry Group’s
annual conference in Las Vegas,
Wade said the agency is looking into

obtains

whether “further action” is needed.
“PACE obligations were effective-

ly given prime status over FHA mort-

gage insurance, [and] such loans

were riskier for both taxpayers and
borrowers,” Wade said. “There do
remain concerns over PACE assess-
ments that are placed on FHA loans
after endorsement.”

In December, the Department
of Housing and Urban Develop-
ment announced that the FHA
would no longer in-
sure mortgages with
such  priority-lien
assessments — a
policy reversal engi-
neered by HUD Sec-
retary Ben Carson
against an Obama-
era policy.

The  Dec. 7
change by the FHA
only affected new
mortgages, but an FHA release
stated that Carson and other ex-
ecutives remained

DANAWADE
FHA Acting Commissioner

“concerned”

about PACE liens on outstanding
FHA mortgages.

Wade did not outline possible ac-
tions the agency might take, but said
it will continue to “watch this prac-
tice vigilantly to determine whether
further action is warranted.”

Housing regulators aren’t the
only detractors.

PACE liens are contro-
versial among lenders,
who dislike taking a back
seat in terms of payment
priority. And many real
estate agents feel that
homes encumbered by
PACE liens can take lon-
ger to sell.

That’s because the
lien does not “travel”
with the homeowner; rather, the
buyer inherits it. But some home-
owners have been compelled to

repay PACE liens in order to sell
their property.

The FHA’s about-face puts it back
in line with Freddie Mac and Fannie
Mae, which also refuse to under-
write new mortgages with PACE as-
sessments — forcing homebuyers to
satisfy the lien through prepayment
to obtain a loan compliant with
Freddie/Fannie standards.

PACE industry officials have
dismissed HUD’s decision as large-
ly ineffectual, since the few home-
owners taking out low-down-pay-
ment FHA mortgages have the
equity level to meet PACE under-
writing standards.

Renovate America, the leading
PACE financing provider in Cali-
fornia, stated at the time of HUD’s
that FHA-spon-
sored loans were less than 2.7% of
its pool of borrowers. Nmn

announcement

Credit Unions Want to Keep GSEs, But
With an Explicit Guarantee

BY BRAD FINKELSTEIN

MOST CREDIT UNIONS SUPPORT THE
status quo when it comes to the gov-
ernment-sponsored enterprises be-
cause they are a primary outlet to get
mortgages off of their balance sheets.

Just under 60% of those surveyed
by the National Association of Feder-
ally-Insured Credit Unions said they
sold loans to Fannie Mae (39%), Fred-
die Mac (12%) or both (12%).

Those credit unions on average
sold 37.1% of their 2017 production
to the GSEs, but 22% of the respon-
dents said they sold proportionally
more loans to the enterprises prior
to the Great Recession.

nationalmortgagenews.com

Among the three scenarios asked
about housing finance reform, 71% of
those surveyed support keeping the
GSEs or creating a similar outlet to
sell loans to with the entity having an
explicit government guarantee.

About 60% of respondents said
they were unsure about a scenario
that would eliminate the GSEs and
privatize the market, but keep a gov-
ernment guarantee. The remaining
respondents were roughly split be-
tween supporting and opposing it.

However, over 73% of credit
unions were opposed to eliminat-
ing the GSEs, privatizing the mar-

ket and not having an explicit gov-
ernment guarantee.

“Effective housing finance reform
that preserves a government guaran-
tee, maintains unfettered access to
the secondary market and ensures
fair pricing for credit unions based
on loan quality, not volume, remains
key to ensuring meaningful credit
union participation in the housing
market,” NAFCU said in its February
Economic & CU Monitor.

Among other secondary market
outlets, 39% sell to the Federal Home
Loan Banks, while 11% use cred-
it union service organizations or a

wholesale lender and 6% sell to Gin-
nie Mae or make private placements.

When asked about regulato-
ry reform, around 65% of the re-
spondents said the ability to repay
and qualified mortgage standards
need to be revised.

During the third quarter, credit
unions had 10.8% year-over-year
growth in first mortgages and 5.8%
year-over-year growth
forms of real estate lending, the
NAFCU study found.

That was the highest third-quar-
ter year-over-year growth in both
categories going back five years. Nmn

in other
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Why ‘Build to Rent’ Is Having

Its Moment

With few foreclosed homes left to pick up on the cheap, the biggest landlords are
buying, or building, new single-family homes to pad their portfolios.

BY FELIPE OSSA

Credit void

14M

A GSE program along the lines of the financing Fannie and Freddie provide for multifamily housing
would help make single-family rental housing more affordable

1 unit

5-19 units
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Source: Amherst Capital estimates based on U.S. Census Bureau surveys
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THE RANKS OF RENTERS HAVE SWOL-
len since the financial crisis, but
there are few foreclosed homes left
to pick up on the cheap and rent out.
So some of the biggest landlords are
buying, or building, new single-fam-
ily homes to pad their portfolios.

While the initial yields for new
construction tend to be lower, these
firms have access to cheaper capi-
tal than they did when they start-
ed out a few years ago; some have
raised equity or obtained financing
from government-sponsored enter-
prises. Consolidation has also cre-
ated experienced property manag-
ers with huge economies of scale,
another factor making new build
more economical.

Though it will be awhile before
these new homes show up as col-
lateral for asset-backed issuances,
their low maintenance costs and
the higher-quality tenants that they
attract should tend to reduce the
overall risk in the pools.

Strategies vary among institutional
landlords. Those hunting yield have
kept their focus on older homes with,
on average, lower-income tenants.
But others have targeted relatively
new homes. These include Progress
Residential, Tricon American Homes,
Invitation Homes and American
Homes 4 Rent. And more recently,
players have been moving into new
build, with American Homes 4 Rent
the most vocal about this shift.
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“You’re starting to see build-to-
rent because they’re able to do it
at a price that makes sense to rent
it out, which had not been the
case before,” said Beth O’Brien,
the CEO of Corevest Finance, a
shop that provides mortgages to
small but professional landlords
who generally manage 50 to a few
hundred homes. Institutional in-
vestors “tend not to be building it
themselves but buying from peo-
ple selling small pools and aggre-
gating them,” O’Brien said.

Bruce McNeilage is one of those
people. He’s the CEO of Kinloch Part-
ners, a Southeast-focused real estate
firm that buys single-family homes
and has a building unit as well.

“Of the top 10 [institutional in-
vestors], we’ve sold to a number of
them,” McNeilage said. The compa-
ny is most active in the metropolitan
areas of Nashville and Atlanta but
also has been ramping up its busi-
ness in the corridor in South Caro-
lina from Greenville to Spartanburg.

While declining to give names,
McNeilage said growing appetite
from the large players in the market
will help double Kinloch’s revenue
this year. “Not only are we selling
more; these investors are saying,
‘Hey, when you have the next 50
houses, call us’ We, in essence,
have outstanding orders from three
or four of the large companies. Lit-
erally, as many houses that we can
get them, they’ll buy.”

Dennis Cisterna, CEO of Invest-
ability Solutions, a business unit
of Altisource Portfolio Solutions —
which provides a variety of services
to the single-family rental sector —
said the firm in late 2017 closed on
its first purchase of a portfolio of
new builds. Besides AH4R, Tricon
and Streetlane are also moving in
the direction of new builds, Cisterna
added. Progress Residential is also
reportedly active in this space.

Neither Tricon nor Progress —
both of which regularly tap the se-
curitization market for funding — re-
sponded to requests for comment.

While sourcing newer properties
from third parties is the most com-
mon approach, American Homes 4
Rent has actually started to build its
own homes. It appears to be taking
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it slow, having built 13 homes in the
third quarter, according to a tran-
scription of a third-quarter confer-
ence call published by Seeking Alpha.
Still, this was a fraction of the 111 new-
ly built homes that AH4R acquired
through its National Builder program.

On the call, AH4R management
projected spending $393 million in the
build-to-rent space in 2018, with $261
million going to the National Builder
program. The company’s total in-
vestment in build-to-rent for the third
quarter amounted to $27 million.

“Evidencing the tremendous de-
mand for newly constructed rental
homes, many of our third-quarter ...
development deliveries have been
leased and are now cash flowing at
estimated yield premiums of 100
basis points over traditional chan-
nel acquisitions in comparable mar-
kets,” AH4R Chief Executive David
Singelyn said on the call.

The company did not respond to
arequest for comment.

Certain geographies naturally
lend themselves to new construc-
tion because foreclosures are ex-
ceedingly low, but there’s still heady
demand for housing and plenty of
space to build it.

“In Arizona, Texas, Georgia and
Florida, there are tens of thousands
of undeveloped lots that don’t make
sense being developed as owner-oc-
cupied developments,” Cisterna
said. “A lot of this is due to their lo-
cation in secondary or tertiary mar-
kets of larger metro combined with
tight credit markets for mortgages.”

Cisterna explained that these
“further-out” locations must be
more affordable to justify the longer
work commutes. The lower home
prices attract those who don’t have
the income or credit to obtain bet-
ter-situated places.

The internal rate of return nec-
essary for development is too low
for firms looking to sell the homes.
“[But] as rental communities, the
time to lease up ... is much faster
— usually three to four times faster
— than selling the homes to poten-
tial homeowners, so the builder can
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move through the projects much
faster,” he added.

An important advantage of new-
er rentals over older ones is much
lower maintenance costs.

“Youre getting a high-caliber
product,” Cisterna said.

And while the tenants for new
homes may not have credit as pris-
tine as that of homebuyers, they
tend to be higher caliber than those
renting older homes.

Investors have found “that the
newest tenant is easier to manage,”
said Gregory Rand, CEO of OwnA-
merica, a platform for trading port-
folios of single-family rentals.

Of course, the strength of build-
to-rent in the single-family rental
sector will be shaped
by the strength of
the rental market in
general. And that,
in part, hinges on
whether people can
or want to buy. The
homeownership rate
took a beating in the

aftermath of the fi-  DOUGDUNCAN

The new tax law might also
strengthen the hand of first-time
homeowners, according to Fannie
Mae Chief Economist Doug Duncan.
By increasing the standard deduc-
tion, the law “could allow renters to
save more and pay down their debts
and potentially become owners
sooner,” he said in a video interview.

On the flip side, there’s a com-
pelling argument to be made that
institutional investors have plenty
of room to increase market share in
single-family rentals. In total, they
owned about 200,000 single-fami-
ly rentals at the end of 2016, about
2% of an estimated nationwide total
of 15 million, according to a report
issued by Amherst Capital Manage-
ment in August 2017.

In the multifamily sec-
tor, by comparison, in-
stitutional investors own
" over 50% of rentals, sug-
gesting that there is room
for the big landlords to

\ grow in the single-family

segment.

The overall invest-

Fannie Mae Chief Economist

nancial crisis, falling
to 62.9% in the sec-
ond quarter of 2016 from a peak of
69.2% in the fourth quarter of 2004.

The number of renters soared
over this period thanks to an over-
hang of student loans and much
tighter credit.

But more recently, homeowner-
ship appears to be edging back up.
The figure for the fourth quarter of
2017 was 64.2%.

Rand, for one, believes that
homebuyers will soon be compet-
ing with investors for new con-
struction homes “in a big way,”
even as the investors continue
forging relationships with home-
building companies.

This view is based on the fact that
millennials, who have been taking
longer than previous generations to
get married and settle down, are start-
ing to buy homes in larger numbers.
Rand also expects that more confi-
dence around employment should
nudge up the homeownership rate.

ment of large investors

in single-family rentals as
of August of 2017 amounted to $33
billion, dwarfed by the estimated
value of $26 trillion for the overall
single-family rental market.

“Versus the mom-and-pop land-
lords, the lower cost of capital has
gotten more pronounced,” said
Sandeep Bordia, head of research
and analytics at Amherst. He add-
ed that the big institutional inves-
tors have other advantages as well
stemming from their economies of
scale, such as securing bulk dis-
counts on appliances.

Bordia said that there is evidence
that in the wake of Hurricane Har-
vey, the large investor landlords gen-
erally repaired homes faster than
small landlords because they tended
to have insurance even for places
outside the traditional flood zone.

To date, few newly construct-
ed homes have been used as col-
lateral for asset-backeds. The rare
examples have loans backed by

multiple new homes that were
included in multiborrower trans-
actions. Six loans originated by
CoreVest for Camillo Properties,
a homebuilder in Texas, served as
collateral for three securitizations
issued in 2015 and 2016, at which
time the homes were three years
old, according to Kroll Bond Rat-
ing analyst Akshay Maheshwari.

The Camillo loans initially rep-
resented between 13.1% and 15.7%
of the total issuance balance for
each deal they collateralize. The
remainder of loans in each deal are
secured by properties that general-
ly have relatively older build-dates.
“Most of the Camillo properties
were leased at the time each loan
was originated,” said Daniel Tegen,
another Kroll analyst.

Tegen said the large size of the
loans and the nature of the un-
derlying properties made then a
“unique case” for a multiborrower
securitization. Camillo “owns large
plots of undeveloped land, so the
majority of the homes in a neigh-
borhood may have been construct-
ed by and are owned by” the com-
pany, he said.

It’s considered unlikely that
bridge loans used to build new
homes will ever be securitized. “The
properties that are in the securitiza-
tion are stabilized properties,” said
Kevin Dwyer, an analyst at Morning-
star Credit Ratings. To be bundled
into a deal they need to be ready to
be leased, he said.

“We do offer bridge products
and construction products and
sometimes we offer them to build-
to-rents,” said O’Brien. “But the
stuff we’re securitizing is only sta-
bilized assets.”

In the meantime, the cost of
funding for institutional landlords
continues to decline. O’Brien noted
that yield spreads on Corevest’s se-
curitizations — issued under the Col-
ony American Finance name before
the company’s acquisition by For-
tress Investment Group in mid-2017
— have tightened since the first deal
in October 2015. NMN
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Will JPMorgan’s Splashy Tech

Investment Pay Off?

The bank will spend an additional $1.4 billion on technology in 2018 to gain
share and boost efficiency, executives said.

BY KRISTIN BROUGHTON

Where's the money going?

JPMorgan expects noninterest expenses to rise by $3.5 billion this year, or 6% — including $2.7
billion for investments in these categories
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YOU CAN’T ACCUSE JPMORGAN CHASE
of being bashful. The heft — and, at
times, bravado — of the nation’s big-
gest bank by assets was on full dis-
play last month during its annual in-
vestor day. During several hours of
presentations and discussions with
analysts, JPMorgan executives laid
out the company’s plans to expand
in the years ahead by hiring hun-
dreds of bankers, building branches
and beefing up its digital offerings.
“Retail distribution is like a mus-
cle,” Chief Financial Officer Mar-
ianne Lake said in discussing the
recently announced
plan to open 400 branches in up to

company’s

20 new markets. “You have to exer-
cise it or it goes to waste.”

Nonetheless, the New York mega-
bank raised eyebrows when it said
it would invest an additional $1.4
billion in technology in 2018 — the
driving factor in projections for non-
interest expenses to rise 6% in the
year ahead.

The tech investment will fund
what executives called JPMorgan’s
“digital everything” model, in-
cluding new mobile features and
back-office uses of the blockchain.

In some sense it is par for the
course at a company that has invest-
ed heavily in tech for years to differ-
entiate itself in a highly commod-
itized industry.

But the slew of questions JPMor-
gan executives faced — namely, will
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the tech investment actually pay
off? — underscores just how strong-
ly it is betting on an uncertain digital
world, where costs are high and re-
turns are tough to estimate.

During a Q&A session, CEO Jamie
Dimon made a number of referenc-
es to the tech giant Amazon, prais-
ing the online retailer’s approach
to investing heavily in customer
experience and making unexpect-
ed moves, such as its entry into the
moviemaking business a few years
ago. Discussing JPMorgan’s invest-
ment strategy, Dimon used CEO Jeff
Bezos’ famous quote: “Your margin
is my opportunity.”

When an analyst in the audi-
ence noted that Amazon for years

has sacrificed profits in favor of
winning market share, Dimon reit-
erated that JPMorgan — which has
recently produced industry-leading
returns — will not let its profitability
slip in the years ahead.

“We’re not going to lose our fi-
nancial discipline because we have
to make an investment that we have
to do or want to do,” Dimon said.

According to JPMorgan’s finan-
cial projections, that won’t be an
issue in the year ahead.

Lake discussed the financial
targets in a whirlwind, 90-minute
overview of the company’s strate-
gy. The format was a change from
previous investor days, when CEOs
from JPMorgan’s four major busi-
ness lines discussed their projec-
tions for the year ahead.

A mix of loan growth and stub-
bornly low retail deposit prices is
expected to boost profits through-
out 2018. Net interest income is
expected to rise by 7%, largely due
to stronger lending in the consum-
er and community banking divi-
sion, which includes credit cards,
home lending, business banking
and other businesses.

Over the longer term, beyond
2018, the company expects to pro-
duce a return on tangible common
equity of 17%. That figure stood at
13.6% at the end of 2017.

“Through our scale we have built
the best global banking platform for
our customers,” Lake said.

Notably, during a Q&A session
with the business line CEOs, Gordon
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Smith — who holds the dual titles of
co-president and head of the com-
pany’s consumer and community
banking division — discussed how JP-
Morgan plans to integrate new tech-
nology into its branch expansion.

Adding branches in Boston,
Washington and other new mar-
kets is expected to drive growth in
JPMorgan’s mortgage business, ac-
cording to Smith.

While the JPMorgan consumer
bank reaches 61 million house-
holds, only 5 million of those
households have a mortgage from
the company.

“As you know, realty is an excep-
tionally local business,” Smith said.

He added that investments in big
data will help the company identify
new mortgage customers, while im-
provements in the company’s digital

mortgage applications will give the
customers the option to complete
the process from the comfort of
their own homes.

“A customer will build in their
own mind, when I'm ready for
a mortgage, I'll go check in with
Chase,” Smith said, describing the
company’s mix of digital offer-
ings and brick-and-mortar offic-
es. Throughout the day, JPMorgan

executives also emphasized the
importance of maintaining a mind-
set of scrappy competitor, despite
the company’s size, as it competes
with upstart digital firms and banks
across the industry.

“The things that kill companies:
complacency, arrogance, lack of
attention to detail,” Dimon said.
“And bureaucracy, which I think is
a deadly disease.” Nmn

As Construction Lending Rebounds,
Tech Investment Follows

BY BRYAN YURCAN

AS CONSTRUCTION LENDING STARTS
to make a comeback, many commu-
nity banks relying on lending to de-
velopers and builders are looking to
use cutting-edge digital interfaces to
help them attract more clients.

“It’s important for us to create
convenience not only for our cli-
ents but for their clients as well
[such as subcontractors] and give
them quicker and more conve-
nient access to funds,” said David
Veurink, chief credit officer and
head of commercial banking at Chi-
cago-based Countryside Bank.

About 56% of Countryside’s total
portfolio consists of construction
loans; residential construction lend-
ing “is a core niche of our commer-
cial bank,” Veurink added.

Earlier this year the bank rolled
out a digital offering from vendor
BankLabs, a division of Radius
Group, called +Pay, which auto-
mates payments between builders
and subcontractors. It speeds the
process by eliminating the need
for paper with electronic lien waiv-
ers and invoices and automating
1099 tax reporting.

“Historically it has been a very
paper-oriented process,” Veurink
said. Subcontractors “have to wait
for paper checks, and in a lot of
instances entire draws are held up
because you have to get the paper-
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work in order. We feel [this] is a big
differentiator for us.”

BankLabs is one of several tech-
nology companies looking to help
banks modernize and streamline the
typically manual and paper-based
processes of construction lending,
including fellow fintech Built Tech-
nologies. Large core providers such
as Fiserv also offer construction
lending software.

Tech investment by banks “has
typically been light” in construction
lending because of recent history, said
Craig Focardi, senior analyst at Celent.

“A lot of community banks and
other institutions went out of busi-
ness or had significant losses as a
result of construction lending, caus-
ing the withdrawal of many lenders
in the market and the underinvest-
ment of technology in this area,” he
said. “Now, with single-family and
multifamily [construction] growing
and Fannie and Freddie programs
designed to provide financing in the
area, more lenders are looking to
get back into this niche segment.”

Digital tools to help builders pay
their subcontractors could help
banks stand out in the customer ex-
perience, Focardi said.

“Builders are always managing
subcontractors and need to pay
them on time to keep them on job
and get work done; if they don’t have

ready access to funds then work can
potentially slow down,” he added.
“Offering an automated system for
the draw to be taken can help the
builder keep their relationship with
subcontractors running smoothly.”

Around 85% of payments be-
tween builders and subcontractors
are currently paper-based, says Matt
Johnner, president of BankLabs.
“There’s a lot of digitization around
B-to-C payments, but not as much
around B-to-B, so we see a real op-
portunity here,” he said.

According to Veurink, offering
such digital services “puts us ahead
of the curve in how we approach
construction lending in the market.”

“We are pretty early in the rollout,
but so far the customer feedback has
been very positive,” he said.

Digitizing the construction lend-
ing process can also help banks as
these companies come under new,
younger leadership.

While banks have long sought to
attract the millennial retail custom-
er, some construction companies
are now run by millennials who
want these services, said Lexie Gar-
rison, chief credit officer at Oklaho-
ma City-based Valliance Bank, an-
other community bank with a large
focus on construction lending.

“There are those who worked for
a larger builder and are now going off
on their own, or taking over the reins
of a family business, and they’re look-
ing for [digital services]. It’s some-
thing they’re used to their whole life
and can help a bank stand out when it
comes to construction lending.” nmn

Construction comeback

Bankers surveyed by the Fed noted an uptick in C&l and CRE loan applications

» 10% moderately stronger demand for construction / land development loans

* 14.5% moderately stronger demand for multifamily residential building loans

* 13% moderately stronger demand for nonresidential construction loans

Source: Federal Reserve senior loan officer opinion survey, Jan. 2018
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CFPB Has Plenty of Options for
Slashing Its Budget

The acting head of the Consumer Financial Protection Bureau has made clear he
wants to rein in the bureau’s spending, but what exactly he plans to cut is a mystery.

BY KATE BERRY

Not hiring

years

The CFPB’s spending for outside contracting this fiscal year is on pace to be much lower than past
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MICK MULVANEY, ACTING HEAD OF
the Consumer Financial Protection
Bureau, has made clear his desire to
slash the agency’s budget, but what
he plans to cut to meet his spending
goals is more of a mystery.

Mulvaney grabbed headlines in
January when he requested “zero”
in additional funding for the bureau
in the second quarter of the fiscal
year, choosing to fund the bureau
instead with a $145 million reserve
account set up by his predecessor,
Richard Cordray.

But he has not revealed how
much he will request from the
Federal Reserve, which funds the
CFPB’s operations, for the rest of
2018, nor how he aims to fulfill a

Trump administration promise of
slashing the agency’s budget by
30% next year.

“Basically, it comes down to what-
ever funding request [he makes] for
the final two quarters of the fiscal
year, but no one knows what that will
be, except that there’s going to be a
reduction in the funding they get,”
said John Pachkowski, an attorney
and senior banking analyst at Wolt-
ers Kluwer Legal & Regulatory U.S.

Mulvaney has signaled a pull-
back in overall funding for the
CFPB, including freezing all en-
forcement actions and ordering an
annual independent audit of the
CFPB’s operations and budget. His
second-quarter budget of $145 mil-

14 April 2018 National Mortgage News

lion marked a 34% drop from the
first-quarter budget of $217 million.

In the CFPB’s latest strategic
plan, Mulvaney said he wanted align
the bureau’s resources to its mission
and “promote budget discipline.”

As of last year, the CFPB estimat-
ed a $630.4 million budget for fiscal
year 2018, which ends Sept. 30, but
that estimate was during Cordray’s
tenure and few think Mulvaney will
stick with that amount. He is expect-
ed to submit a funding request in
April for the third quarter after the
CFPB uses up the reserve fund.

Many lawyers applaud the drop
in funding because it signals a
pullback in enforcement actions
against financial firms.

“The spending cuts are going to
be consistent with the change in
the nature of [the CFPB’s] opera-
tions that’s being implemented by
the new regime,” said Scott Pear-
son, a partner at Ballard Spahr. “If
the agency can achieve its goals
by spending less money, everyone
would agree that’s a good thing.”

The industry’s praise of Mul-
vaney is consistent with criticism
during the Cordray years of budget-
ing at the bureau, which is isolated
from the congressional appropria-
tions process that limits other gov-
ernment departments and agencies.
That means a CFPB director can es-
sentially request whatever funds it
needs from the Fed without scrutiny
from other branches.

Since the CFPB was created in
2011, Republicans have wanted to
subject the agency’s funding to the
congressional appropriations pro-
cess. But politically the issue is a non-
starter because Senate Democrats,
including the CFPB’s founder, Sen.
Elizabeth Warren of Massachusetts,
have not been open to changing the
CFPB’s independent funding.

But that same latitude allow just
as much authority for a more con-
servative director, such as Mulvaney,
to slash the agency as he sees fit.

Also director of the Office of
Management and Budget, Mul-
vaney is closely aligned with the
White House, which wants to
slash the CFPB’s funding more
than 30% by 2019. A White House
budget plan seeks to cap the CF-
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PB’s funding in 2019 at $485 mil-
lion, returning the agency to 2015
funding levels.

That mandate means Mulvaney is
looking for more places to cut.

While employee compensation
and benefits are the bureau’s larg-
est expenses, it is unclear wheth-
er Mulvaney can reach his budget
goals through attrition and lay-
offs. But some say leaving certain
positions unfilled is one way to
trim spending.

“The natural rate of attrition cou-
pled with a general hiring freeze,
mean [the CFPB’s] human capital
costs would probably decrease,”
said Richard Horn, an attorney at
Richard Horn Legal in Tucson, Ariz.,

and a former CFPB special counsel
and special adviser.

Another area ripe for the chop-
ping block involves the CFPB’s con-
tracts with outside consultants and
vendors, lawyers said.

The CFPB spends roughly $200
million a year on contractual services,
according to past budgets. For exam-
ple, it spends more than $30 million a
year on outside contracts and vendors,
according to USASpending.gov, a web-
site mandated by the Federal Funding
Accountability and Transparency Act
to give the public access to information
on how tax dollars are spent.

“Projects have a cost associated
with them, and some of the money
could be saved because [the CFPB]

may not be doing more discretion-
ary projects,” Horn said.

Many of the contracts are for IT,
software and technology projects,
from large consulting firms includ-
ing General Dynamics Informa-
tion Technology, the cybersecurity
firm Knowledge Consulting Group,
KPMG, McKinsey & Co. and Price-
waterhouseCoopers.

The contracts in 2015 ranged in
cost from, for example, $148,944
spent for 28 contracts with Graceland
University in Independence, Mo. — for
computer training — to a $5.7 million
contract with Deloitte Consulting.

Some of the CFPB’s past contract-
ing work has also come under criti-
cism from conservatives for reasons

other than the amount of funding
costs. One firm that the CFPB has
contracted with, GMMB, an adver-
tising and political consulting firm,
has come under attack for supposed
ties to progressive political causes.
The firm received more than $14 mil-
lion in contracts in 2016 to advertise
the CFPB’s outreach to consumers.

Consumer advocates said they
have expected Mulvaney would find
his own way to defund the agency.

“If you’re going to eliminate
an agency, the best way to do it is
to cut off its funding,” said Bruce
Marks, president of the Neighbor-
hood Assistance Corp. of America.
“He’s going to continue to request
very little funding.” nmn

Why Trump Steel Tariff Won’t Hurt Housing

BY BONNIE SINNOCK

THE TRUMP ADMINISTRATION’S NEW
tariffs on imported steel and alu-
minum may raise prices on a vari-
ety of consumer and commercial
products, but will only put minimal
strain on the housing industry.

The 25% tariff on steel and the
10% tariff on aluminum are more
likely to be a concern for commercial
and multifamily construction than
the single-family sector, said Tim
Rood, managing director at Situs
and chairman of consulting firm The
Collingwood Group.

“I think for single-family, import-
ed steel and aluminum are going to
contribute a small percentage to the
home’s cost, but when you talk about
multifamily and commercial construc-
tion, it’s substantially higher,” he said.

But while the American Iron and
Steel Institute estimates 43% of steel
imports go to the construction in-
dustry, very little of it is used in res-
idential construction. Steel frames
accounted for less than 0.5% of new
single-family houses and about 4% of
multifamily buildings, according to
Census Bureau estimates.

What’s more,
ly construction accounts for less

new multifami-

nationalmortgagenews.com

than 12% of residential construction
spending and only 6% of total private
construction spending, according to
the Census Bureau.

“Is it the end of the world? No. Is it
going to have an impact on the mar-
gins? Yes,” Rood said.

Across all types of commercial
construction,
6% to 8% of the cost to construct a
building. That percentage can rise
to as much as 20% when the costs
to install heating, ventilation, and
air conditioning are factored in, ac-
cording to Kathryn Thompson, CEO
of Thompson Research Group, an
equity research firm specializing in

steel accounts for

construction and related industries.

But in multifamily buildings, steel
accounts for only 1% to 6% of con-
struction costs. The construction
industry primarily uses imported
steel for building materials like steel
studs and ceiling grids, according to
arecent Thompson report. The mul-
tifamily and office sectors have been
driving demand for steel studs, and
certain geographic areas, like the
West Coast and Florida, use a larger
percentage of imported steel than
other parts of the country.

Aluminum usage may vary even
more widely. Some projects might use
it for window frames but others might
use a plastic composite instead.

“It could be really high or not
much at all,” Thompson said.

While the new tariffs are “proba-
bly going to be negligible from a sin-
gle-family or residential point of view,”
Rood said, there are other reasons for
the housing industry to be concerned.

The tariffs, which were signed last
month, aim to protect domestic inter-
ests, but critics fear the move could
backfire by inflating prices, hurting

the economy or upsetting key U.S.
trade partners. The tariffs do include
exemptions for Canada and Mexico,
which account for 16% and 19% of U.S.
steel imports, respectively.

So even if residential construction
isn’t directly affected, higher costs of
other products may hurt consumer
spending and impede housing afford-
ability at a time when prices are soar-
ing due to low inventory levels. An-
other reason homebuilders are wary
of the new tariffs is the soaring cost of
lumber due to a 20% tariff imposed
on Canadian imports last year. Nmn

construction spending

® New single family, 29%
® New multifamily, 6%
® Residential renovation, 19%

Nonresidential, 46%

Source: Census Bureau

Construction by sector

Multifamily construction uses more steel than single family but accounts for a smaller share of private
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he mortgage industry has a data prob-
lem. Diverse systems and a deluge of
new data sources make management
and accuracy difficult throughout the
mortgage space.

And after a year rife with data
breaches, cybersecurity is a top con-
cern, even as lenders and servicers
lean on new technologies to create a
more seamless and savvy borrower experience.

Blockchain technology offers a streamlined approach to
data distribution and its enhanced security features could al-
leviate many of the issues that plague the industry throughout
the mortgage life cycle.

Often misunderstood because of its connection to bitcoin,
blockchain technology facilitates cryptocurrency transactions,
but stands separate from the digital currency itself.

A blockchain is a decentralized record-keeping platform,
or ledger, that is incorruptible, enforces transparency and
promotes data integrity. The tool uses a growing list, called
blocks, and links and secures them together through cryp-
tography. Transactions on a blockchain ledger are also time-
stamped and recorded.

18 April 2018 National Mortgage News

DATA
DILEMMA

Blockchain technology is poised to streamline how
loans are managed at every point in their life cycle
BY ELINA TARKAZIKIS

“It’s important to understand
that it’s not just a technology — it is
an enabler. It is an approach to a way
to free ourselves and be able to do
things that we can’t do in a traditional
sense when you’re using it the right
way,” said Brian Martin, director of
technology at Sapient Global Markets.

The mortgage industry may be
an ideal candidate for blockchain
technology. It is a functionally driv-
en space requiring information to
flow down a river of parties. Having
all loan documents on a blockchain
will help deliver information more
quickly and directly, simplifying the
distribution of data and requiring
less support from intermediaries.
This also means leaving less room
for error when data switches hands.

There are several potential use
cases for blockchain technology
across all sectors of the mortgage
industry. In origination, lenders will
already have borrower information
from their lead generation process,
eliminating the need to recollect it.
In the secondary market, a nation-
wide blockchain of land records

could replace the disparate collage
of county records and render the
Mortgage Electronic Registration
System obsolete. And in servicing,
a blockchain could help ensure
data accuracy during loan transfers,
while also ensuring that the infor-
mation is secure.

Whether a blockchain is manag-
ing bitcoin or mortgages, transac-
tions are more transparent because
all changes are recorded in the same
place and can be easily tracked.
What’s more, blockchains are de-
signed to adhere to a set of rules,
easing the stress of compliance
during a time of regulatory uncer-
tainty for the mortgage industry.

But none of this will happen over-
night and many hurdles remain.
As of now, blockchains can be slow
moving, and wouldn’t prove efficient
in handling larger-scale transactions.
Lack of understanding from the in-
dustry also causes hesitance. And
while some industry players are ac-
tively embracing blockchain technol-
ogy, a consortium-based approach is
required to realize the full potential.

nationalmortgagenews.com
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At its core, mortgage lending is
all about data, which creates im-
mense potential for blockchains.

“From a data perspective, it is
the grand consistency of a distrib-
uted ledger that makes blockchain
so attractive in the mortgage space,”
said Martin. “From a user, usability,
functional, capability perspective,
there’s an even bigger side to this —
much of the actions and reactions
and monitoring and execution of
the mortgage life cycle is simply ‘if
X thenY’”

Blockchain technology can sup-
port a number of core data issues
plaguing the mortgage industry, in-
cluding data integrity, security, dis-
tribution and compliance.

During the mortgage process,
documents need to circulate to
myriad parties, putting the accura-
cy of the information at risk. Since
every file on a blockchain is an orig-
inal, there’s much less room for er-
ror when files change hands. Any
amendments are timestamped and
recorded, presenting all history of a
document on the blockchain.

In addition to ensuring informa-
tion is valid, blockchain tech helps
ensure that data is secure. This is es-
pecially important after an eventful
year for data breaches.

“It’s a decentralized ledger, which
means that everything on that block-
chain is not in one server. It’s across
a variety of servers; they call them
nodes. It’s across the world or a vast
geographic area, and because of that,
it makes it harder for a cyberhack be-
cause you need a majority of those
decentralized computer nodes to be
hacked,” explained Debbie Hoffman,
CEO and co-founder of Symmetry
Blockchain Advisors.

During a climate of uncertainty
in regulation, blockchain can also
support one of the industry’s trick-
iest segments — compliance.

A blockchain ledger shows re-
cords of all transactions, ensures an
audit trail without needing to dupli-
cate any steps, can be used as proof
of transfer and serves as a record of
all actions taken, said Hoffman.

“When you put something on
a blockchain, it’s immutable,” she
said. “So if you have an auditor
come in and look at it, first of all,
they know it hasn’t been tampered
with, they know that what they’re
looking at is the original. Number
two is, there’s less work on the
front end of having to get ready for
a regulator or an auditor, because
it’s already there.”

Blockchain’s ability to embed
rules within a blockchain also en-
sures steps taken during a mortgage
process abide by regulatory rules.

The benefits of blockchain tech-
nology can be reaped across the
origination, secondary market and
servicing sectors.

“Blockchain would totally change
the way that companies like Fannie
Mae and Freddie Mac would manage
underwriting,” Martin said. “Not the
underwriting process — but the tech-
nology to drive underwriting.”

“It might change some of the
process from the technical perspec-
tive and the execution perspective,
but it won’t change the idea that un-
derwriting is about assessing risk.
What it will absolutely change is the
visibility into data, the consistency
of data, and the way that risk can be
assessed,” he continued.

A blockchain for land records is
already underway in Dubai, which
should have all land records on a
blockchain by 2020, Hoffman said.

“Blockchain would totally
change the way that companies
like Fannie Mae and Freddie Mac
would manage underwriting.”

— Brian Martin, Director of Technology, Sapient Global Markets

“There’s no question that block-
chain could be used right at the
beginning of the stage at lead gener-
ation, which would really mean ei-
ther identifying borrowers or iden-
tifying homes,” Hoffman said.

Lenders collect data even be-
fore a loan application is complet-
ed. A blockchain can preserve that
information upfront for reference
throughout the loan life cycle. Sim-
ilarly, a blockchain could be used
in a multiple listing service to track
records of property details and how
often a home is bought and sold.

Underwriters can also experi-
ence a simpler process. Underwrit-
ers are decision makers, but their
duties to assess risk are often decel-
erated by verification processes and
the need to establish all information
is accurate. Blockchain technology
can also help hasten document au-
thentication and eliminate the need
to double-check data since all the
original files are on the blockchain.
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But Dubai doesn’t have nearly as
much developed land as the United
States. “In our country, even if we
were to start doing a blockchain at
the land records, 10 years from now,
we’ll have a history, but you’re still
going to need to go back on paper
and put all that in — but you can defi-
nitely use it at settlement in terms of
land records,” Hoffman said.

Intercontinental Exchange, par-
ent company of the New York Stock
Exchange, acquired a majority stake
in Merscorp Holdings in June 2016
with the intention of investing and
updating the MERS System, a pri-
vate loan registry of mortgage and
deed of trust lien holders. While
the company is investing time in re-
searching and understanding block-
chain technology, it is not currently
pointing to blockchain as an answer
to modernizing the MERS System
or the MERS eRegistry, the system
of record that tracks the owners of
electronic promissory notes.

“We’re always talking with our cus-
tomers about how new technologies
could improve their processes and
cost structure,” said Brendon Weiss,
chief operating officer of Merscorp.

“While the potential use of block-
chain in mortgage has entered the
dialogue, the clearest path, right
now, to solving real problems and
earning ROI in this space is the long-
overdue move from paper to digital.
This game-changing innovation is a
practical goal that can be adopted
under the current legal and market
infrastructure,” he said.

Harry Gardner, executive vice
president of eStrategies at Docu-
tech, expressed hesitance about a
blockchain as an equivalent or alter-
nate to the MERS eRegistry.

“The MERS eRegistry is not just
the registry to check who owns the
note, but also to perform all sorts of
other transactions in terms of e-note
management and converting them
back to paper when necessary — all
kinds of things like that. In my mind,
that would make a blockchain equiv-
alent more difficult,” Gardner said.

Perhaps a more suitable appli-
cation for blockchain technology is
the foreclosure process.

“With blockchain, I think the de-
faults are going to be so much bet-
ter,” said Jeff Bode, president and
CEO of Mid America Mortgage.

Multiple parties need to collab-
orate to service a delinquent loan.
And since blockchain’s distributed
ledger technology offers total trans-
parency, it can help streamline an
already complicated process.

“If you think about during the
foreclosure, you’ve got the servicer,
you’ve got the investor, you’ve the
attorney, and then you have the end
consumer,” said Shelley Leonard,
executive vice president and chief
product officer at Black Knight.

“Having one set of rules and re-
quirements that are agreed to is a
big part of the distributed ledger
benefit or value that creates that
standard rule set that all the partic-
ipants on the ledger agreed to as it
goes through the process,” she said.

nationalmortgagenews.com



GAINING TRACTION

By 2024, the global blockchain market is expected to be
worth $20 billion, according to Transparency Market Re-
search. And the technology has the potential to reduce
the infrastructure costs of the world’s 10 largest banks by
30%— equating to $8 billion to $12 billion in annual cost
savings, according to Accenture and the financial services
consulting firm McLagan.

But the mortgage industry historically lags in its tech-
nology adoption. And with blockchain technology just
starting to make its mark on other industries, it may be a
while before it’s adopted by lenders and servicers.

Today, nearly every mortgage company has intro-
duced some form of digital mortgage component into its
business practice, but this industrywide embrace of digi-
tal mortgages has taken decades and is still in its infancy.

About five years ago, it took a big industry player or
two to introduce digital mortgage tools before others fol-
lowed suit. And while that may be what it’ll take for the
industry to start utilizing blockchain technology, it may
not be the most effective game plan.

A consortium-based approach, as opposed to a com-
petitive one where companies pin themselves against
each other, is what’s required for blockchain to realize its
maximum potential.

“It’s one of those things, like building an electrical
grid,” explained Martin. “You have generators that gener-
ate, you have users who use it, but in the end, everybody
benefits from the fact that you have this power infrastruc-
ture — it’s like upgrading the grid.”

“An industry consortium tackling this problem would
turn the technology from being a differentiator at each com-
pany, to being a utility for all the companies,” he continued.

With the Federal Housing Finance Agency directing
much of the work Fannie and Freddie are doing to devel-
op industry utilities like the common securitization plat-
form, it may be in the perfect position to convene those in
the industry and drive this change forward.

“In any application for something like blockchain,
there is a great need for community coordination and
agreement and standardization, so an entity like FHFA
would be potentially a significant player there, the CFPB,
depending on the application, or even MISMO, in terms
of setting forth the data standards,” Gardner said, refer-
ring to the Consumer Financial Protection Bureau and the
Mortgage Industry Standards Maintenance Organization.

While building an industrywide platform may take
resources, its cost would be capacity-based and scalable.
Blockchain’s price tag shouldn’t vary much from what it
costs a company to invest in any new platform.

“It squeezes margins out, and if everything’s easier to
do, it should be cheaper,” said Bode.

“If I can have better quality in my process, I'm going
to do whatever it takes to have better quality and better
service for my customer,” he said. “If I can do that, and
it costs me less money, that’s where I’m going to go.” NnMn
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MORTGAGE INTEREST RATES BEGAN
to rise after the 2016 elections and
as that trend continued into 2017,
refinance volume fell precipitously.
In response, lenders began to put
more emphasis on the purchase
mortgage market. Unfortunately,
while consumer demand for homes
showed marked improvement, a se-
vere dearth in available inventory
for sale stifled the housing market.

nationalmortgagenews.com

National
Mortgage News

Purchase lending accounted for
65% of overall volume in 2017, up
from a 51% share the year before,
according to the Mortgage Bankers
Association. But volume in the seg-
ment grew only 6%, to $1.1 trillion,
and the market shift was influenced
more by a 40% drop in refinancing.

Overall, the industry’s annu-
al origination volume fell 17%, to
$1.7 trillion, and the effects of that

trend were felt by loan officers
throughout the Top Producers
Rankings. Still, the highest-rank-
ing Top Producers generated
promising results.

This year marks the 20th an-
niversary of the Top Producers
program. The rankings are open to
mortgage loan officers and mort-
gage brokers who work at deposi-
tory, nonbank and mortgage bro-

TOP
PRODUCERS
2018

Makin
the Maos
of a Down

Market

The results of the
2018 Top Producers
survey reflect a market

in transition

kerage firms in the United States.
Be sure to visit NationalMortgage-
News.com throughout the month of
April for more Top Producers con-
tent, including additional rankings
based on regions and loan product
type, as well as data and analysis
gleaned from insights the loan offi-
cers provided about key market de-
velopments, business practices and
career priorities. NMN
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17 | Joe Caltabiano BeMortgage $180,324,574 496 67 $91,397,000 194
19 | Michael Borodinsky | Caliber Home Loans $169,270,000 522 69 $89,525,497 224

49 | Dan Gjeldum $106,104,384 217 99 | Carey Meushaw Atlantic Coast Mortgage $73,878,114 147
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# of
Loans
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y

249 | Chad Cantrell Certainty Home Loans $47,038,689 294
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BLOCKCHAIN TECHNOLOGY IS NO
longer breaking news. The financial
services industry has been quick to
adopt it in various areas. But mort-
gage lenders and servicers have
been slower to implement this tech-
nology to solve lending challenges.

Skepticism about the value of
blockchain may be rooted in un-
ease about its connection to bitcoin
and other virtual currencies known
as cryptocurrencies. The tools in
blockchain — its highly advanced se-
curity and distributed ledger — are
tools that exist today and can be
employed to address problems in
lending. And it all can be done in tra-
ditional U.S. currency. It should also
be stated that blockchain is neither
a software package nor a platform
that can be bought. It is the applica-
tion of existing technologies in a way
that ensures better transparency and
improved security. It also boosts the
bottom line by reducing necessary
manpower and man-hours.

We, in the lending industry, have
seen the benefits that can be brought
about by automation and standard-
ization of data. We also understand
the need for improved transparency
and accountability to better adhere to
regulatory requirements. Any innova-
tions in lending must also consider the
overall cost — both direct and indirect
— to all parties involved.

With this in mind, there is a case
for mortgage lenders to adopt block-
chain tools. The first step begins with
looking at problems with some basic
understanding of the tools involved.

Let’s examine some elements of
blockchain and how they can be ap-
plied to the mortgage industry.

Blockchains provide improved
safety and security. Data that may be
stored on a loan origination or ser-
vicing platform is tagged to a highly
secure shared data framework where
the records are represented by unique
metadata that is algorithmically de-
fined. Loan balance information is
represented by a string of 64 calcu-
lated characters called a “hash.” The
hash contains not just the loan bal-
ance but other data, such as its source.

The cryptographic approach
to hashes creates a verifiable “sin-
gle source of the truth,” meaning
an unchangeable digital record is
created for every transaction. No
sensitive information is ever trans-
mitted in the clear (the data doesn’t
move) and blockchain ledgers can
be full, limited, or private in scope.
This means users can share this data
with no one, only certain parties
with whom a private key is shared
or with the public at large.

It’s hard to argue against the
concepts that support blockchain
and all it brings to the table for both
lenders and borrowers. Blockchain
technology could reduce data secu-
rity risks by improving the data en-
cryption used to trade information.
By using a private or hybrid ledger,
it could also reduce all the costs as-
sociated with trading data and sub-
sequent checking of that data — and
the audit of those checkers would be
far easier to manage, too.

28 April 2018 National Mortgage News

BLOCKCHAIN NOW

BY JOE DOMBROWSKI

From origination to payoff, blockchain technology makes data more reliable and secure
to enhance and improve mortgage lending.

What’s more, with the right ledger
security, users could also address com-
pliance concerns. Even if someone
only trades information within their
own company, a distributed ledger
can streamline operations, increasing
productivity by reducing duplication
of multistep data transfer processes.

Nearly every lender and servicer
has embraced automation to keep
costs down, freeing up manpow-
er for tasks that require a human
touch. Further cost reduction means
that more resources can be devoted
to serving the borrower: The savings
generated from reducing overall
costs to originate and service loans
can be passed on to the borrower.
From origination to payoff, block-
chain can enhance and improve the
mortgage lending process.

Joe Dombrowski is director of prod-
uct management and chief mortgage
strategist, lending solutions at Fiserv.

It’s hard to

argue against
the concepts
that support
blockchain and
all it brings to
the table for
both lenders and
borrowers.
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NOW THAT WE'RE AT THE TOP OF
the business cycle, it’s about time
for amnesia to set in about the last
financial crisis. Sure enough, that’s
what’s happening with the Senate’s
latest attempt to roll back key finan-
cial reforms.

The Economic Growth, Regula-
tory Relief, and Consumer Protec-
tion Act, by Sen. Mike Crapo, R-Ida-
ho, has made it to the Senate floor
and is poised for a vote, with Repub-
lican and some Democratic support.

This bill, if enacted, would
make a terrible mistake by paving
the way for another financial melt-
down. When Congress passed the
Dodd-Frank Act in 2010, it required
lenders to first determine that loan
applicants are able to repay before
making them home mortgages.
Lenders who fail to make this assess-
ment can be liable to borrowers.

Congress did provide lenders
with some legal protection by in-
sulating them from ability-to-repay
claims by borrowers for loans meet-
ing certain safety requirements set
out in Dodd-Frank. These so-called
qualified mortgages have important
guardrails against a future spike in
defaults, including stricter under-
writing and safer loan terms. Con-
gress carefully designed these pro-
tections to prevent a repeat of some
of the biggest lending lapses culmi-
nating in the 2008 financial crisis.

The Senate bill waters down
these safeguards for banks with to-
tal assets of up to $10 billion by per-
mitting them to make unaffordable

nationalmortgagenews.com

mortgages, with no liability to bor-
rowers, so long as the banks hold
the loans on their books.

If the bill becomes law, Congress
will excuse over 97% of U.S. banks
from having to verify applicants’ in-
come, assets and debts for mortgages
they keep on their books. This is a rec-
ipe for unmanageable monthly pay-
ments for consumers. Further, under
the bill, these smaller banks can make
toxic balloon loans and adjustable-rate
mortgages without ever confirming
that the borrowers can afford the high-
er monthly payments in future years.
This raises a serious concern because
both of these abuses contributed to
the 2008 financial crisis.

The Senate bill poses another,
less obvious risk. If smaller banks
don’t have to play by the same rules
as big banks, we face a race to the
bottom in lending standards. Smaller
banks will lure away business from
big banks by offering borrowers
loans that appear to be cheap, but
are filled with nasty surprises. The
result: Smaller banks will load up
their balance sheets with risky mort-
gages to pursue lucrative fees, while
ignoring the peril to their solvency.

The bill’s sponsors pooh-pooh
any problem, saying that banks will
not make unsafe loans if they retain
those mortgages. But that is a myth.
FDIC data reveal that in 2012, banks,
both big and small, held a whopping
$238 billion in bad home mortgages
on their books. Many of those banks
were so insolvent that they required
taxpayer bailouts to stay afloat.

Similarly, the bill's sponsors
blame the Dodd-Frank Act for crimp-
ing economic growth and hurting
smaller banks. Once again, they are
wrong. Since Congress enacted Dodd-
Frank, bank revenues and lending
have grown, the S&P 500 stock index
has more than doubled, wages are ris-
ing, home mortgages to minority bor-
rowers are up and full employment
is in sight. Since Dodd-Frank became
law, smaller banks have enjoyed rising
income and loan volumes.

Bottom line, the bill will wreak
havoc by allowing small banks to “sell”
homeowners loans they cannot afford,
triggering defaults and foreclosures.
The bill, if passed, will also set off bank
failures. In 2008, we saw how that
movie turned out and it wasn’t pretty.
To prevent a repeat of the last crisis,
the Senate should reject this bill.
Patricia McCoy is a professor of law
at Boston College.

RISKY MORTGAGES

BY PATRICIA MCCOY

The Senate reg relief bill carves out protections for smaller banks to offer abusive loans to
borrowers under the “qualified mortgage” standard, as long as they hold them in portfolio.

MORTGAGE

If smaller banks
don’t have to play
by the same rules
as big banks,

we face arace

to the bottom

in lending
standards.
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James Fowler
Newport Beach, CA

CALIFORNIA

NEWPORT BEACH

Real Estate Capital has named
James Fowler senior vice president
and production co-manager of its
Newport Beach, Calif., loan origina-
tion team.

He has more than 35 years of ex-
perience in the commercial real es-
tate investment banking industry in
all aspects of commercial real estate
finance and mortgage banking.

Prior to joining Grandbridge,
Fowler served as a senior managing
director and national co-head of hos-
pitality debt capital markets for HFF.

He also served as a principal and
founder of US Realty Capital, a na-
tionwide commercial real estate fi-
nancial intermediary.

FLORIDA

JACKSONVILLE

HomeBridge Financial Services
Inc. has promoted Jamie Zeitz to
the newly created position of reno-

nationalmortgagenews.com

vation producing area sales manag-
er for the Southeast region.

In his new role, Zeitz will focus
on further expanding HomeBridge’s
throughout
the Southeast, including within his
home state of Florida.

Prior to joining HomeBridge in
2012, he was a renovation special-
ist for Wells Fargo for three years.
Before that, he worked with both
Homebanc and Bank of America.

renovation business

ILLINOIS

CHICAGO

Baird & Warner said that Mar-
tin Bozarth will serve as its new

chief financial officer. He returns
to Baird & Warner after previously
serving in the same position from
2002 to 2007.
Bozarth
Habib, who had been operating
in a dual role as CFO of Baird &
Warner and president of the com-
pany’s title business.

succeeds Warren

Ericka Smith
Pewaukee, WI

Martin Bozarth
Chicago, IL

Derek Brummer
Philadelphia, PA

Jamie Zeitz
Jacksonville, FL

Bozarth most recently served as
CFO for USA Vein Clinics in North-
brook, Ill., and spent the majority of
the past 10 years as the COO of Profit
Recovery Partners.

PENNSYLVANIA
PHILADELPHIA
Radian Group Inc. has promoted

Derek Brummer to senior execu-
tive vice president, mortgage insur-
ance and risk services.

Brummer joined Radian in
2002 and has served as its chief
risk officer since 2013. Prior to
that, he was chief risk officer and
general counsel for Radian’s finan-
cial guaranty company.

Prior to joining Radian, Brummer
was a corporate associate at Allen &
Overy as well as Cravath, Swaine &
Moore, both in New York.

Radian Group has also appoint-
ed Eric Ray to senior executive
vice president, technology and
transaction services.

Ray brings to the company more
than 30 years of experience in the
technology sector and most recent-
ly served as general manager, glob-
al technology services at IBM Corp.
where he was responsible for the
IBM North American technology
consulting business.

WISCONSIN

PEWAUKEE

Waterstone Mortgage Corp. has
promoted Ericka Smith to vice
president of marketing at its Pewau-
kee-based corporate office.

Smith has been with Water-
stone Mortgage for more than
two years, in the role of market-
ing manager, and has been instru-
mental in the rollout of many mar-
keting initiatives.

Smith has more than 15 years of
marketing experience and serves as
president of the board of directors
for Habitat for Humanity of Wauke-
sha County, Wis. nmn
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10 Cities on the Verge of a
Housing Bubble

HOME PRICES ARE AT AN ALL-TIME HIGH IN MORE THAN HALF OF 112
metropolitan areas with a population of 200,000, according to Attom Data
Solutions. On top of that, most U.S. wages were flat until just recently and
mortgage rates are on the rise.

Combined with a gap between incomes and home prices that is historically
wide in certain local markets, these pressures on affordability puts certain
areas at risk for a housing bubble.

Here’s a look at 10 cities where home prices have outpaced wages by the
biggest margins and purchasing power is at historic lows.

All the counties that follow have an affordability index below 100,
meaning they are less affordable now than they have been historically on
average; and in each area, more than 60% of average wages are needed to
buy a median-priced home.

The ranking only includes counties that had a population of at least
100,000 and at least 100 homes sales during the quarter.

No.1: San Antonio, Texas (Comal County)
Median sales price: $269,990

Price-wage growth gap: 14.04%
Affordability index: 77

Median sales price: $557500
Price-wage growth gap: 11.24%
Affordability index: 95
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No. 3: Portland, Ore. (Yamhill County)
Median sales price: $289,900
Price-wage growth gap: 8.05%
Affordability index: 84

Median sales price: $457500
Price-wage growth gap: 8.03%
Affordability index: 98

No. 5: Seattle-Tacoma, Wash. (Snohomish County)
Median sales price: $403,000

Price-wage growth gap: 705%

Affordability index: 94

No. 6: San Francisco, Calif. (Contra Costa County)
Median sales price: $569,500

Price-wage growth gap: 6.45%

Affordability index: 94

No. 7: Medford, Ore. (Jackson County)
Median sales price: $272,500
Price-wage growth gap: 6.09%
Affordability index: 98

. Mg 1 el - 1 L
No. 8: New York-Newark, N.Y.-N.J. (Kings County)
Median sales price: $810,000

Price-wage growth gap: 4.73%

Affordability index: 89

No. 9: St. George, Utah (Washington County)
Median sales price: $262,802

Price-wage growth gap: 4.69%

Affordability index: 89

No. 10: Nashville, Tenn. (Williamson County)
Median sales price: $435,000

Price-wage growth gap: 4.11%

Affordability index: 94
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