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(57) ABSTRACT 

Some embodiments disclosed herein are directed to systems 
and methods for assessing mortgage lender and broker com 
pliance. The systems and methods may receive loan pricing 
data, underwriting data, and/ or borrower data from mortgage 
brokers and/or lenders, reconstruct the underwriting pro 
cesses performed by lenders and brokers, and monitor many 
aspects of these processes. The reconstructed results may 
then be compared to the actual results to detect potential 
non-compliance of laws and/or regulations, including the 
practice of upstreaming and/or downstreaming. Because 
some embodiments of the invention greatly enhance the 
monitoring capability of mortgage regulators, they would 
motivate mortgage lenders and brokers to better conform 
their underwriting practice to existing laws and regulations. 
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SYSTEM AND METHOD FOR ASSESSING 
MORTGAGE BROKER AND LENDER 

COMPLIANCE 

CROSS-REFERENCE TO RELATED 
APPLICATIONS 

[0001] This application is a continuation of US. applica 
tion Ser. No. 12/687,834, ?led Jan. 14, 2010, which is a 
continuation in part of US. application Ser. No. 12/484,031, 
?led on Jun. 12, 2009, which claims the bene?t of US. 
Provisional Patent Appl. No. 61/077,424, ?led on Jul. 1, 
2008. The disclosure of the aforesaid applications is hereby 
incorporated herein by reference. 

BACKGROUND 

[0002] 1. Field 
[0003] The present invention relates to computer systems 
for assessing that mortgage lenders and brokers comply with 
lending regulations. 
[0004] 2. Description of the Related Art 
[0005] Federal, state, and local mortgage industry regula 
tors have an obligation to ensure that mortgage lenders and 
brokers within their regulatory jurisdiction obey all appli 
cable laws. Regulators must monitor compliance and detect 
absence of compliance as well as active violations. In addi 
tion, as part of civil court settlements or judgments and crimi 
nal plea agreements or criminal convictions, certain mortgage 
lenders and brokers may consent to additional monitoring by 
regulators or other outside parties. 
[0006] These regulators are often charged with enforcing a 
wide variety of anti-discrimination laws, anti-predatory lend 
ing laws, licensing laws, privacy laws, as well as other laws 
and regulations. These laws require regulators to check, for 
example, whether mortgage rates and terms given to some 
consumers are materially less favorable than the most favor 
able terms available to a substantial portion of consumers, 
whether the loans offer net tangible bene?ts to borrowers, 
whether loan programs are suitable to the borrowers’ wants 
and needs, and so forth. 

[0007] Numerous existing commercial software programs 
check for mortgage related compliance of 300 or more fed 
eral, state and local statutes related to but not limited to; 
maximum charges, loan pricing, maximum fees and points 
(usury), annual percentage rate (APR), loan size, risk based 
pricing, allowance or disallowance of prepayment penalties, 
maximum dollar amount or percentage of allowable prepay 
ment penalties and allowable timelines, required disclosures 
provided to borrowers, licensing, and jurisdiction-based 
allowable loan products or jurisdictional-based loan restric 
tions. 

[0008] However, many of the existing compliance software 
programs/ engines are usually rule based, not scorecard based 
and not intuitive in its arti?cial intelligence. The difference 
between a rule based approach and a scorecard based 
approach can be illustrated in a simple example of a police 
department that has a hiring requirement that recruits have to 
be at least 5'0", not weigh more than 250 lbs., and have no 
felony convictions. A rule based program will af?rm compli 
ance for a recruit that is 5'0", 249 lbs., and has 3 convictions 
for misdemeanor drunken driving. A scorecard based pro 
gram will as sign certain numerical values for each category of 
eli gibility/ de?ciency/ allowance/requirement/ standard. Intu 
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itively, the example recruit is not an ideal candidate, and as 
such the scorecard based program will likely reject him. 
[0009] Currently, each lender or broker uses its own pro 
priety software and internal business process in its loan 
underwriting/decisioning process. The entire process offers 
little transparency and there exists no simple way to deter 
mine whether the lender or broker is in compliance with the 
applicable regulation. In addition, regulators have limited 
time and resources to monitor compliance and investigate 
suspected non-compliance in lenders or brokers within their 
jurisdiction. Therefore, regulators need faster, more ef?cient, 
more cost-effective ways to perform all of their duties or 
monitoring, preliminary analysis, and full investigations. 

SUMMARY OF THE DISCLOSURE 

[0010] Some of the embodiments disclosed herein are 
directed to systems and methods for assessing mortgage 
lender and broker compliance. The systems and methods may 
assist regulators in reconstructing the underwriting processes 
performed by lenders and brokers and monitoring many 
aspects of these underwriting processes. The systems and 
methods may preferably receive borrower data, underwriting 
data, and/ or loan pricing data from one or more lenders and/ or 
brokers and provide reconstructed loan pricing data. The 
reconstructed loan pricing data may then be compared to the 
received loan pricing data to determine if there is potential 
non-compliance with lending laws and/or regulations. 
Because some embodiments of the invention greatly enhance 
the monitoring capability of mortgage regulators, they would 
motivate mortgage lenders and brokers to better conform 
their underwriting practice to existing laws and/or regula 
tions. The invention may also push mortgage lenders and 
brokers into “up-streaming” borrowers; giving borrowers the 
best offers they could have received. 
[0011] Additional embodiments are directed to providing 
tools for detecting and/or verifying whether such a lending 
violation occurred, with the detection parameters customiz 
able by an interested party such as an attorney. For example, 
an attorney in California meeting with a prospective client 
can enter a client’s loan data into a system con?gured for 
detecting both California and Federal violations and have the 
loan reconstruction method performed on the entered data. 
The results can better prepare the attorney in evaluating and/ 
or prosecuting claims against the lenders and/or brokers who 
may have committed a lending violation. In another embodi 
ment, the loan compliance monitoring system disclosed 
herein may be con?gured to provide to an attorney or an 
interested party pattern and practice analysis of historical 
transactions for a particular lending organization. 
[0012] One embodiment takes into account new Real 
Estate Settlement Procedures Act (RESPA) regulations that 
took effect on Jan. 1, 2010 and evaluates compliance with the 
new RESPA regulations. The embodiment analyzes loan data 
received from lenders/brokers and determines compliance 
with various components of the new RESPA regulations, 
including rules governing the Good Faith Estimate (GFE) and 
the Changed Circumstances exception. 
[0013] Other embodiments include a historical database of 
loan reconstruction results data so that a particular lender/ 
broker can be tracked or its compliance history may be com 
pared to other lenders and/or brokers. In one embodiment, 
pattern and practice data of an individual lender/broker level 
can be compared against similar situated lenders and brokers 
to detect any non-obvious violation such as redlining and 



US 2014/0129397 A1 

steering that may be dif?cult to detect on a transaction-by 
transaction analysis. The results of the comparison may be 
provided in the form of a quality scorecard so that potential 
borrowers can easily determine the trustworthiness of poten 
tial lenders and brokers. 

DESCRIPTION OF THE DRAWINGS 

[0014] The foregoing aspects and many of the attendant 
advantages of this disclosure will become more readily appre 
ciated as the same become better understood by reference to 
the following detailed description, when taken in conjunction 
with the accompanying drawings, wherein: 
[0015] FIG. 1 is a state diagram of an illustrative compli 
ance monitoring system according to one embodiment; 
[0016] FIG. 2 is a diagram that illustrates a sample set of 
results according to one embodiment; 
[0017] FIG. 3 is a block diagram of the system according to 
one embodiment; 
[0018] FIGS. 4A-4C show pages of an example Good Faith 
Estimate form; 
[0019] FIG. 4D is a block diagram of a compliance moni 
toring system in accordance with another embodiment; and 
[0020] FIGS. 5A-5E illustrate sample reporting outputs 
provided by a compliance monitoring system in accordance 
with another embodiment. 

DETAILED DESCRIPTION OF THE PREFERRED 
EMBODIMENTS 

[0021] The various embodiments provide systems and 
methods for assessing mortgage broker and lender compli 
ance, and the embodiments work with both rules based and 
scorecard based software models/engines. Embodiments 
may be implemented through the following four types of 
software models/engines: automated underwriting systems 
(AUSs) (decision engines), product-pricing-eligibility 
engines (PPEs), work?ow automation system (business pro 
cess management (BPMs)), and general purpose/all purpose 
rules engine. AUSs and all-purpose rules engines are capable 
of reading credit reports and evaluate those credit reports 
against loan programs/pricing for the purpose of rendering a 
loan decision of approved, denied or referred. These models 
may be used to reconstruct the underwriting process so regu 
lators can compare their reconstructed results (i.e., loan 
terms) against the actual loan terms that were offered to the 
consumers. 

[0022] In one embodiment, the algorithms used to model 
the underwriting process can be weighted to consider histori 
cal loan performance data of thousands of similarly situated 
borrowers (predictive modeling). In turn, predictive model 
ing is used for risk-based pricing. For example, if historical 
data analysis of several thousand ?les indicates that a higher 
percentage of loan defaults come from borrowers who aver 
age less than 2 years on their job with FICO credit scores of 
less than 620 and have $2,000 or less of cash reserves after the 
?nancing of the property is completed, then loans with these 
borrower data are deemed to be riskier. Therefore, risk-based 
pricing will indicate that such borrowers should be charged 
more points, a higher interest rate, or both. 

Compliance Monitoring System 

[0023] Embodiments provide computer-implemented 
compliance monitoring systems and methods through which 
regulators can reconstruct the previously completed under 

May 8,2014 

writing processes and determine whether the processes met 
legal requirements. The compliance monitoring system 
embodiments may solve a number of problems with the exist 
ing method of regulation: 

[0024] Lack of Uniformity in the Proprietary Software 
Used by Mortgage Lenders and BrokersiThese soft 
ware do not have uniform error handling capabilities, 
such that it cannot be determined if a failure in user 
acceptance testing is caused by one rule or multiple 
rules. 

[0025] Lack of Accountability in the Creation and Main 
tenance of the Propriety SoftwareiRegulators cannot 
assume system wide or company wide compliance or 
non-compliance due business processes, in-house soft 
ware systems or out-sourced systems as well as organi 
zational responsibilities. 

[0026] Little or No Testing Performed and Lack of Docu 
mentationiProgrammers who are responsible for 
updating the brokers’ or lenders’ underwriting guide 
lines and underwriting rules, pricing, and compliance 
requirements may do little or no testing of mandated 
updates to their systems. They may or may not keep 
physical or electronic records of their updates. Large 
lenders or brokers may work from different systems or 
have different administrative controls; for example one 
group may control only the wholesale sales channel but 
not for the retail pricing, internet, or correspondent 
channel Other organizations may assign responsibility 
by geographic region. 

[0027] No Easy Way to Determine Whether Published 
Guidelines are Codi?ed in the SoftwareiRegulators 
also have no way to con?rm if lenders’ or brokers’ 
written/published underwriting guidelines are properly 
coded and tested into the loan eligibility, pricing, and 
underwriting (decision) software used. 

[0028] No Easy Way to Detect “Downstreaming”4Cur 
rently regulators have no way to know or detect if a 
borrower has been “down-streamed” (offered less than 
best available credit, mortgage terms and/or pricing). 
Down-streaming may be a criminal act or it may be a 
civil violation or civil tort related to “unfair and decep 
tive business practices” statutes. 

[0029] Embodiments use the above-described four types of 
models and provide a separate reconstruction modeling of the 
underwriting process on a completely separate platform from 
the lenders’ and/ or broker software operating platform. Other 
embodiments may be in duplicative form (e.g., software lan 
guages such as java script, .net, etc.) and software/systems/ 
platform or different form and/ or different systems/ platforms 
for the purpose of replicating or mimicking the documented 
results reported by the lenders and/ or brokers. 

Compliance Monitoring SystemiData Upload 

[0030] Embodiments of the compliance monitoring system 
enable regulators to determine whether the lenders or brokers 
followed the required protocols by reconstructing the loan 
underwriting process. FIG. 1 shows an illustrative embodi 
ment. A compliance monitoring system 130 is con?gured to 
accept, among other things, three types of input from one or 
more mortgage lenders, brokers, and/or other entities. As 
shown, in state one, a lender or broker may send to the 
compliance monitoring system 130, via network 140, pricing 
modules, pricing sheets, and/or pricing algorithms (110) used 
at the time of loan underwriting or origination. In state two, 
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the lender or broker may send to the compliance monitoring 
system 130, via network 140, underwriting guidelines, algo 
rithms, and/or computer programs (112) used at the time of 
loan underwriting or origination. In state three, the lender or 
broker may send to the compliance monitoring system 130, 
via network 140, borrower data obtained at the time of loan 
underwriting or origination. The data may include informa 
tion within the borrower ?le that was used to calculate the 
terms of the loan offer, as well as the actual terms of the loan 
offered to the speci?c borrower. 
[0031] In one embodiment, the data sent in states one and 
two may be sent periodically, for example, weekly, monthly, 
quarterly, semi-annually or annually. The data sent in state 
three, which includes borrower data, may be sent more fre 
quently, for example, as soon as a borrower obtains a loan 
from the lender or broker. In one embodiment, borrower data 
114 as well as pricing module data 110 and underwriting 
and/ or software data 112 are sent in a uniform format to 
facilitate ease of data integration. For example, regulators 
who use the compliance monitoring system 130 can mandate 
lenders and brokers within their jurisdiction to report data in 
a uniform format. 

[0032] In one embodiment, the compliance monitoring sys 
tem 130 is con?gured to receive the aforementioned data 
electronically. Thus, a lender or broker may upload the data to 
be uploaded electronically to the compliance monitoring sys 
tem 130. Any paper-based documentation may be converted 
to electronic format and accepted by the compliance moni 
toring system 130. 
[0033] Borrower data 114 may additionally include the 
loan ?le information, the application, the mathematical work 
sheets (conventional, FHA and VA all use different work 
sheets to show income, debts, income and debt ratios, assets, 
cash reserves, payment shock), the ?le credit report used 
during that time period, all disclosures, the Good Faith Esti 
mate of Costs, the rate sheet or rate information used to price 
?les during that time period, the electronic appraisal, and so 
forth. 
[0034] Underwriting and/or software data 112 may addi 
tionally include any records that the lender or mortgage bro 
kers claim to have updated (programmed) into their system. 
This may include pricing, underwriting guidelines, loan deci 
sion algorithms, and evolving historical loan performance 
data that is weighted to in?uence, and as needed, to change 
risk-based pricing. 

Compliance Monitoring SystemiCalculation and Reporting 

[0035] Returning to FIG. 1, in one embodiment, in state 
four the compliance monitoring system 130 calculates the 
terms of the loan based on borrower data 114, pricing module 
data 110, and underwriting and/or software data 112. The 
results of the calculation may then be compared to the actual 
loan terms that were offered to the borrower as indicated in 
borrower data 114. In one embodiment, before the compli 
ance monitoring system 130 is operative, it undergoes testing 
with test cases to ensure that its models and calculations are 

performing correctly. 
[0036] In one embodiment, the compliance monitoring sys 
tem 130 uses a baseline model in its calculation and any 
additional pricing module data 110 and underwriting and/or 
software data 112 from the lender or broker. In one embodi 
ment, the baseline model is based on a model used in the 
Desktop Underwriter and Loan Prospector software made by 
Fannie Mae and Freddie Mac. As stated above, in one 
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embodiment, a scorecard based model may be used, and a 
score may be assigned based on comparison between the loan 
terms of the reconstructed pricing data and the loan terms of 
the received actual pricing data. In one embodiment, the 
scorecard is based on a summing of the individual scores, 
some or all of which may be weighted. For example, a score 
of one weight may be assigned to the difference in rates 
(reconstructed vs. actual), and another score of a different 
weight may be assigned to the difference in closing costs. 
While a rule-based approach that focuses on an individual 
term (such as rate) may detect more ?agrant non-compliance, 
the scorecard approach taken in various embodiments can be 
con?gured to detect more subtle potential problems, such as 
when both the actual rates and closing costs are higher than 
the reconstructed results by a slight amount that would nor 
mally be within the acceptable threshold of a rule-based sys 
tem, but nonetheless taken together would indicate potential 
problems with the overall loan ?le. 
[0037] In other embodiments, if additional pricing module 
data 110 or underwriting and/or software data 112 from the 
lender is not available, industry standard guidelines are used 
as part of the modeling (e.g., guidelines maintained by the 
Mortgage Industry Standards Maintenance Organization 
(MISMO)). 
[0038] With these input, the compliance monitoring system 
130 can reconstruct the underwriting/loan decisioning pro 
cess. This enables regulators to see if the actual output (re 
sults) are consistent with the lenders’ or mortgage brokers’ 
policies, pricing, underwriting rules and guidelines in con 
sideration of the borrowers’ ?les. If necessary, the regulator 
or contract agency on behalf of the regulator can then conduct 
the actual audit of the loan ?les in question. In addition, the 
compliance monitoring system may extract from the bor 
rower and/ or underwriting data relevant data to calculate 
additional criteria such as the borrowers’ ability to repay the 
loan, net tangible bene?t, etc. 
[0039] In state ?ve, the results may be reported to the regu 
lators. In one embodiment, results are sent automatically. In 
other embodiments, the compliance monitoring system 130 
includes interfaces that regulators can access to view the 
results. FIG. 2 shows a sample interface of the result reporting 
module 166 in accordance to one embodiment. As shown, the 
sample reporting includes results relating to the following 
monitoring criteria (190), though other relevant criteria may 
be used: 

[0040] 1. Does credit decision in borrower ?le match 
independently obtained results? 

[0041] 2. If credit approved, does pricing match? 
[0042] 3. Did the borrower receive best available credit 

terms/pricing that borrower would have quali?ed? 
[0043] 4. Were approval/funding conditions the same or 

different from the borrower’s ?le? 
[0044] 5. Did the lender/broker attempt to upstream the 

borrower? 
[0045] 6. Did the lender/broker attempt to downstream 

the borrower? 
[0046] 7. Any additional narrative constraints? 

[0047] In one embodiment, the result reporting module 166 
can send regulators an alert if the reconstructed results fail 
one or more of these criteria. In addition, a regulator can 
examine any part of the loan ?le in the borrower data which 
may include the application, appraisal, title report, credit 
report, income veri?cation (tax returns, W-2’s, paystubs, con 
tracts, 1099’s, asset veri?cation (bank deposit receipts, bank 
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statements, veri?cation of deposits, mutual funds, any retire 
ment accounts that contain liquid assets), credit explanation 
letters, releases from third parties, budgets, net tangible ben 
e?t letters, suitability letters, personal ?nancial statements, 
loan disclosures, loan contracts (mortgage note or deed of 
trust), Regulation Z Truth-in-Lending statement, Good Faith 
Estimate, Equal Credit Opportunity Act disclosure, and any 
other legally required disclosures. 
[0048] In one embodiment, the result reporting module 166 
is con?gured to send a report, via electronic or other means, to 
one or more regulatory agencies when a lender’s cumulative 
data reaches a certain pre-de?ned threshold of deviation or 
non-compliance. For example, a regulator may con?gure the 
result reporting module 166 to alert the regulator when 10% 
(or another pre-determined threshold) of a particular lender’ s 
borrowers are offered terms that are less favorable than the 
eligible terms calculated by the compliance monitoring sys 
tem. The result reporting module 166 can be con?gured to 
alert the regulator based on a variety of triggering conditions, 
including a set threshold numbers/percentages of non-com 
pliance, a threshold percentage of erroneous lender calcula 
tions, and so forth. The report may also be sent to the broker 
or lender whose data have triggered the non-compliance noti 
?cation(s). In one embodiment, the report may be sent to the 
individual consumer(s) whose loan(s) have triggered the 
potential non-compliance noti?cation(s). 

System Implementation 

[0049] FIG. 3 is a block diagram illustrating the compliance 
and monitoring system 130 in accordance with one embodi 
ment. The compliance and monitoring system 130 includes, 
for example, a personal computer that is IBM, Macintosh, or 
Linux/Unix compatible. In one embodiment, the compliance 
and monitoring system 130 comprises a server, a desktop 
computer, a laptop computer, a personal digital assistant, a 
kiosk, or a mobile device, for example. In one embodiment, 
the sample compliance and monitoring system 130 includes a 
central processing unit (“CPU”) 190, which may include one 
or more conventional microprocessors. The compliance and 
monitoring system 130 further includes a memory 172, such 
as random access memory (“RAM”) for temporary storage of 
information and a read only memory (“ROM”) for permanent 
storage of information, and a mass storage device 182, such as 
a hard drive, diskette, or optical media storage device. Typi 
cally, the components and modules of the compliance and 
monitoring system 130 are connected to the computer using a 
standard based bus system. In different embodiments, the 
standard based bus system could be Peripheral Component 
Interconnect (“PCI”), Microchannel, Small Computer Sys 
tem Interface (“SCSI”), Industrial Standard Architecture 
(“ISA”) and Extended ISA (“EISA”) architectures, for 
example. In addition, the functionality provided for in the 
components and modules of compliance and monitoring sys 
tem 130 may be combined into fewer components and mod 
ules or further separated into additional components and 
modules. 
[0050] The compliance and monitoring system 130 is gen 
erally controlled and coordinated by operating system soft 
ware, such as Windows Server, Linux Server, Windows 98, 
Windows NT, Windows 2000, Windows XP, Windows Vista, 
Unix, Linux, SunOS, Solaris, or other compatible server or 
desktop operating systems. In Macintosh systems, the oper 
ating system may be any available operating system, such as 
MAC OS X. In other embodiments, the compliance and 
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monitoring system 130 may be controlled by a proprietary 
operating system. Conventional operating systems control 
and schedule computer processes for execution, perform 
memory management, provide ?le system, networking, I/O 
services, and provide a user interface, such as a graphical user 
interface (“GUI”), among other things. 

[0051] The sample compliance and monitoring system 130 
includes one or more commonly available input/output (I/ O) 
devices and interfaces 168, such as a keyboard, mouse, touch 
pad, and printer. In one embodiment, the I/ O devices and 
interfaces 168 include one or more display device, such as a 
monitor, that allows the visual presentation of data to a user. 
More particularly, a display device provides for the presenta 
tion of GUIs, application software data, and multimedia pre 
sentations, for example. The compliance and monitoring sys 
tem 130 may also include one or more multimedia devices 

162, such as speakers, video cards, graphics accelerators, and 
microphones, for example. In other embodiments, such as 
when the compliance and monitoring system 130 comprises a 
network server, for example, the computing system may not 
include any of the above-noted man-machine I/O devices. 

[0052] In the embodiment of FIG. 3, the I/O devices and 
interfaces 168 provide a communication interface to various 
external devices. For example, the compliance and monitor 
ing system 130 is electronically coupled to the networks 140 
and 160, both of which may comprise one or more of a LAN, 
WAN, or the Internet, for example, via a wired, wireless, or 
combination of wired and wireless, communication links 163 
and 165. The networks 140 and 160 facilitate communica 
tions among various computing devices and/or other elec 
tronic devices via wired or wireless communication links. 
The compliance monitoring system may use networks 140 
and 160 to communicate with a lender 180 and a regulator 
182, respectively. In other embodiments, networks 140 and 
160 may be the same network. 

[0053] As shown in FIGS. 1 and 3, data from lender or 
broker 180 may be sent to the compliance and monitoring 
system 130 over the network 140. Similarly, results may be 
returned over the network 160 to regulator 182. In addition to 
the devices that are illustrated in FIG. 3, the compliance and 
monitoring system 130 may communicate with other data 
sources or other computing devices. In addition, the data 
sources may include one or more internal and/ or external data 

sources. In some embodiments, one or more of the databases, 
data repositories, or data sources may be implemented using 
a relational database, such as Sybase, Oracle, CodeBase and 
Microsoft® SQL Server as well as other types of databases 
such as, for example, a ?at ?le database, an entity-relation 
ship database, and obj ect-oriented database, and/ or a record 
based database. 

[0054] The compliance and monitoring system 130 may 
also include a mortgage modeling module 150 to model the 
underwriting calculations and a result reporting module 166 
that may be executed by the CPU 190 to provide periodical or 
instantaneous compliance reports to the regulator 182. The 
mortgage modeling module 150 and the result reporting mod 
ule 166 may be implemented as one or more modules, which 
may include, by way of example, components, such as soft 
ware components, obj ect-oriented software components, 
class components and task components, processes, functions, 
attributes, procedures, subroutines, segments of program 
code, drivers, ?rmware, microcode, circuitry, data, databases, 
data structures, tables, arrays, and variables. Alternately, the 
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one or both of the modules may be implemented as separate 
devices, such as computer servers. 

[0055] In general, the word “module,” as used herein, refers 
to logic embodied in hardware or ?rmware, or to a collection 
of software instructions, possibly having entry and exit 
points, written in a programming language, such as, for 
example, Java, Lua, C or C++. A software module may be 
compiled and linked into an executable program, installed in 
a dynamic link library, or may be written in an interpreted 
programming language such as, for example, BASIC, Perl, or 
Python. It will be appreciated that software modules may be 
callable from other modules or from themselves, and/or may 
be invoked in response to detected events or interrupts. Soft 
ware instructions may be embedded in ?rmware, such as an 
EPROM. It will be further appreciated that hardware modules 
may be comprised of connected logic units, such as gates and 
?ip-?ops, and/or may be comprised of programmable units, 
such as programmable gate arrays or processors. The mod 
ules described herein are preferably implemented as software 
modules, but may be represented in hardware or ?rmware. 
Generally, the modules described herein refer to logical mod 
ules that may be combined with other modules or divided into 
sub-modules despite their physical organization or storage. 

Anonymous Testing and Coding of System 

[0056] In one embodiment, components of the compliance 
monitoring system are tested using test cases for accuracy, 
ensuring no false positives or false negatives. The accuracy 
test cases and the software program programming can be 
done in an anonymous manner that masks the lender’ s and/ or 
broker’s information, ensuring fairness and impartiality. 

[0057] Testing and programming of the compliance moni 
toring system may be done anonymously so that the testers 
and pro grammers do not know the actual identity of the actual 
regulator who will employ the system. Similar to a double 
blind study, this can offer further assurance that the coding 
and testing is being done in a completely objective manner. In 
addition to objectivity, regulators may want to keep their 
identity secret so that lobbyists paid by the parties being 
investigated do not know exactly which legislative body, 
executive body or judicial body to contact and complain to, in 
order to pressure the lawmakers, executive branch or petition 
judicial action through lawsuits to call off the enforcement/ 
audit team. 

Additional Monitoring Embodiments and Implementations 

[0058] In one embodiment, the compliance monitoring sys 
tem performs its monitoring through the use of survey data 
that incorporates baseline pricing data. In another embodi 
ment, the compliance monitoring system tracks the Good 
Faith Estimates (GEE) and Truth-In-Lending Statements 
(TILs) of the broker/lender submitted data to ensure compli 
ance. Survey data may be collected manually (e. g. via human 
conducted surveys) or automatically (e.g. via data mining or 
web scraping) and received by the compliance monitoring 
electronically or manually or through other suitable means. 

[0059] In one embodiment, the borrower data (i.e., borrow 
ers’ ?les), underwriting data, and/or pricing data may be 
reported electronically by the participating brokers, lenders 
and/or other ?nancial institutions (e.g., via email or via a 
spreadsheet format such as Excel). The incoming data report 
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may include one or more of the following data ?elds (in 
aggregate for loans for the submitting broker/lender or for 
individual loans): 
[0060] 1) loan number for reference (in one embodiment, 
only approved loans are submitted, denied loan applications 
are not submitted) 
[0061] 2) credit scores of the borrowers (e.g. lowest middle 
FICO score of all co-signers) 

[0062] 3) loan-to-value (LTV) 
[0063] 4) income and debt ratios 
[0064] 5) whether the transaction was a purchase, re? 
nance, or cash-out re?nance 

[0065] 6) whether the subject property was owner or non 
owner occupied 
[0066] 7) number of units 
[0067] 8) whether the subject property was a single family 
residence (SFR), planned unit development (PUD), a condo, 
or a CO-OP 

[0068] 9) ?nal note rate and ?nal TIL APR 
[0069] 10) if the loan was an Adjustable Rate Mortgage 
(ARM), a margin/life cap/periodic caps/index 
[0070] ll) indications on how many GFEs and TILs were 
issued for the ?le 
[0071] 12) actual note rate and dollar amount of non-recur 
ring closing costs for each GFE issued 
[0072] 13) actual APR quoted for each of the TILs issued 
[0073] 14) loan type: conventional, FHA, VA, other (in 
cluding new programs when they emerge) 
[0074] 15) whether the loan was a second mortgage or 
home equity line of credit 
[0075] 16) state and county where property is located 
[0076] 17) percentage and number of approved loans that 
actually funded. 
[0077] 18) lock date and numbers of days locked 
[0078] 19) other data ?elds to accommodate non-tradi 
tional or one-off loan products 

[0079] 20) other relevant benchmarking data points 
[0080] In one embodiment, the compliance monitoring sys 
tem compares the received pricing data from the broker and 
lender to the survey data in the context of the received bor 
rower and/ or underwriting data. In one embodiment, the com 
pliance monitoring system uses baseline historical pricing 
data as a starting set of data, with periodic updates obtained 
from an external source that provides recent mortgage data 
(e.g. HSH Associates, Weekly Freddie Mac Surveys). The 
baseline and updated pricing data may include risk-based 
pricing adjustment data (or “bumps”) based on the borrower 
data. For example, a change in the FICO credit score of 40 
points may be re?ected in a risk-based pricing adjustment, or 
bump, of 0.25%. In one or more embodiments, the risk-based 
pricing adjustments are taken into account during the calcu 
lations. 

[0081] The comparison may be set in some embodiments to 
allow certain tolerance in the received data. For example, a 
tolerance on the rate may be set at 0.375%, so that a loan is 
?agged as potentially non-compliant if it differs by more that 
this amount from the baseline pricing based on similar bor 
rower data. Similar tolerance may be set for fees. For 
example, the tolerance may be set as 2% of the loan amount 
for non-recurring closing costs (assuming a 1% origination 
fee). In other embodiments, the tolerance on fees can be 
0.500% of the loan amount or $1,500, whichever is greater. 
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The latter tolerance ?gures may address skewing because 
smaller loans tend to have a higher dollar amount of ?xed 
costs. 

[0082] In one or more embodiments, one or more of the 
above data ?elds, along with the comparison results, are sent 
by the compliance monitoring system as part of the compli 
ance report. The compliance monitoring system may also 
provide alternative handling when a particular data ?eld 
requires such handling. For example, although in some 
embodiments the default data ?elds are for issued loans, if 
among the submitted data there are pending loan ?les due to 
long escrow periods, the compliance monitoring system may 
report numbers and percentages re?ective of the pending 
?les. Similarly, approved and cancelled loan ?les may be 
reported in numbers and percentages as well. 
[0083] Licensing and tracking of all mortgage loan origi 
nators and originator companies (banks, mortgage bankers, 
mortgage brokers, credit unions, etc.) at the state, federal or a 
cooperative level such as the nationwide mortgage licensing 
system (NMLS) via the Conference of State Bank Supervi 
sors is necessary to protect consumers, improve supervision 
and enforcement of licensed entities and streamline the 
licensing process. Every loan originator and company may be 
assigned a license number (similar to a driver’s license) at 
each state level, federal level (i.e. FHA approval number) or 
through the state regulatory registry LLC (SRR). Eventually, 
licensing could be federalized (similar to a social security 
number). The originator or company license number can also 
be used by regulators to track behavior of loan originators 
and/or companies. Scorecards and/or reporting can be kept 
for individuals and/or companies regarding all of the infor 
mation described in this invention. In addition, loan perfor 
mance can be tracked and reported to regulators, originators, 
companies, consumers or any other stakeholders (on-time 
borrower payment, payment delinquencies, loan defaults, 
loan churn which means how often borrowers re?nance con 
nected to that originator or company). The scorecards and/or 
reporting may be done transparently through public informa 
tion posting or privately such as terms of a legal settlement 
requiring monitoring done with restricted access to who may 
see the reports. 
[0084] The reported information from embodiments of the 
present invention can be used to monitor and maintain licens 
ing, revoke licensing, suspend or put originators on probation. 
Loan originators and companies may use these reports to 
demonstrate to investors (those that provide funds for mort 
gages), consumers, liability insurance carriers, regulators and 
any other stakeholders that their conduct and performance is 
comparably better. Therefore, the reported information from 
various embodiments may be used to advantageously provide 
the originator and/or company bene?ts (e.g., less restrictive 
licensing supervision, better terms for consumer extended 
mortgages, less expensive liability insurance, compensation 
increases, job recruitment advantages, etc.). 

Compliance Detection and ReponingiRESPA 

[0085] Additional embodiments disclosed herein are also 
con?gured to speci?cally detect and report potential non 
compliance of the RESPA, including new regulations of 
RESPA that took effect on J an. 1, 2010. There are two primary 
requirements under the new RESPA regulations. The ?rst is 
that most loan terms provided in the Good Faith Estimate 
(GFE) must be the same or substantially the same (subject to 
a 10% increase cap) to those provided at closing, absent any 
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changed circumstances. The second is that only those fees 
and terms affected by the changed circumstance(s) can be 
raised. An example of a changed circumstance is the loss of 
income of a spouse. Other example changed circumstances 
are listed below: 

[0086] Acts of God, war, disaster or other emergencies 
[0087] Loan locks after GFE is provided 
[0088] Borrower requests a change to a Lock 
[0089] Lock Period Expires 
[0090] Credit Quality Change due to new information 

received 
[0091] Loan Amount Changes 
[0092] Legal Address Error 
[0093] Property Value Change 
[0094] Product Type/Loan Program Change 
[0095] Underwriting Conditions require additional ser 

vices 
[0096] Property Type Change 
[0097] Title Binder requires additional conditions 
[0098] Occupancy Change 
[0099] Unique property characteristic not known at time 

of application that impacts cost of the appraisal 
[0100] Borrower Requested Mortgage Insurance Pro 
gram Change 

[0101] Borrower Requested Change to Escrow Account 
Selection 

[0102] An example GFE is shown in FIGS. 4A-4C. As 
shown, the GFE lays out for the loan applicant(s) the terms of 
the loan, and a section shown in FIG. 4C explains the afore 
mentioned prohibitions on term changes. For example, the 
top portion of FIG. 4C explains that most charges quoted on 
the GFE cannot change at closing, and certain charges for 
required services can be increased only up to 10% at closing, 
and other charges may be changed at closing. 
[0103] One embodiment of the compliance monitoring sys 
tem 130 receives up to 51 data input ?elds from a lending 
organization (e.g. lender or broker), including loan amount, 
loan pricing, settlement costs, credit scores, income, ZIP 
code, the borrower’s race, and the borrower’s gender. Once 
the data is entered, transmitted, or otherwise provided to the 
compliance monitoring system 130, the compliance monitor 
ing system 130 reconstructs a pricing range in the manner as 
described above and compares it to the actual offered pricing 
as provided in the data submitted by the lending organization. 
A list of the input ?elds is provided below: 

Transaction Type Loan Amount 
Batch Identi?er Purchase Price 
LoanApp Number Appraised Value 
Property City SubFinancing Amount 
Property State HELOC Line 
Property County HELOC Balance 
Property Zip code Cashout Amount 
Property Type Occupancy Type 
Document Type Units 
Product Code Loan Purpose 
Lock Term Re?nance Purpose 
Initial Rate Loan Type 
Final Rate ARM Margin 
Lender Fees GFE Create Date 
Origination Fees Lock Date 
Title Fees Closed Date 
Settlement Fees Lien Type 
Borrower Speci?ed Title or Prepayment Options 
Settlement Service 
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-continued 

Discount Points Escrow Type 
Total Debt Ethnicity 
Total Housing Race 
Total Income Gender 
Credit Score EnergyStar 

EnergyStar Percentage 

[0104] In one embodiment, with respect to the RESPA, the 
compliance monitoring system 130 detects whether the stated 
changed circumstances supports the change in pricing 
between those stated in the GFE and those offered at closing. 
For example, the system may detect if a lending organization 
had used a changed circumstance as an excuse to illegally 
raise the price (e. g. interest rate orpoints or fees) at closing, or 
raised the price beyond the legally acceptable amount as 
described above. The compliance monitoring system may 
output one or more of the following warning ?ags after the 
reconstruction and/or data veri?cation process: (1) a ?ag 
indicating the applicant was still eligible for the original price 
but the price changed at closing, (2) a ?ag indicating price 
increase by showing that the increased price was padded, 
providing overage beyond the risk based pricing calculations 
made by the reconstruction process of the compliance moni 
toring system 130, (3) a ?ag indicating an increase in origi 
nation fees and/or required services fees beyond allowable 
tolerances under the REPSA. Besides these ?ags, the changed 
circumstances output in one embodiment also includes per 
centages of loans for a particular lender that triggered such 
warning ?ags, and the total amount involved in loans with 
warning ?ags. Additional details of the changed circum 
stances analysis are provided below in the description of FIG. 
5A, which shows a sample changed circumstances test report. 

[0105] In one embodiment, the compliance monitoring sys 
tem 130 is also con?gured to determine differences among 
three primary data points, which are: (1) price data in the 
HUD-1 form (which lists the loan terms at the time of clos 
ing), (2) price data from the GFE, and (3) price data at the time 
of the internal rate lock. In one embodiment, if any of the three 
data points shows discrepancies beyond the allowable toler 
ances under the afore-mentioned RESPA regulations, the 
compliance monitoring system 130 will issue a number of 
outputs. The outputs may include one or more ?ags to indi 
cate such changes, including ?ags for increases in rates, ?ags 
for increases in loan origination charges, and ?ags for 
required services tolerance violations (i.e. increase of more 
than 10% for fees for these services). Additional details of the 
comparison among the prices from the GFE, from the rate 
lock, and at closing are provided below in the description of 
FIG. 5B, which shows a sample pricing comparison report. 

[0106] In one embodiment, the output for both changed 
circumstances and the price comparison may further include 
scorecards indicating the percentages of loans in which such 
violations have been detected and the total amount involved. 
The output may additionally include pattern and practice 
analysis based on reconstructed data for a lending organiza 
tion stored over a speci?ed period of time (eg. a month, a 
quarter, or a year). The scorecards and/ or pattern and practice 
analysis provide historical overviews of the performance of 
the lending organizations and can assist interested parties 
(eg. government regulators, courts, public interest groups, 
consumer groups, and attorneys) in monitoring lending orga 
nizations. 
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Compliance Detection and Reporting4Other Potentially 
Illegal Practices 

[0107] In other embodiments, the compliance monitoring 
system 130 is also con?gured to detect three additional poten 
tially illegal discriminatory practices: (1) pricing disparity, 
(2) loan denial disparity, and (3) redlining. With respect to 
pricing disparity, the reconstruction process of the compli 
ance monitoring system 130 in one embodiment attempts to 
determine whether similarly situated applicants are receiving 
similar quotes regardless of factors such as race, ethnicity, 
gender, age, or other protected class status. The output may 
include any detected higher rates, loan origination charges, 
and required services tolerance violations. Additional details 
of the pricing disparity analysis are provided below in the 
description of FIG. 5C, which shows a sample pricing dispar 
ity test report. 
[0108] With respect to loan denial disparity, the reconstruc 
tion process of the compliance monitoring system 130 in one 
embodiment attempts to determine whether quali?ed appli 
cants in federally protected classes (eg. race, gender) are 
being denied credit. The output may include data ?ags high 
lighting those applicants who were eligible but were denied 
credit, along with the stated reason(s) for denial. The output 
may additionally sort such applicants by their respective pro 
tected classes. Additional details of the loan denial disparity 
analysis are provided below in the description of FIG. 5D, 
which shows a sample loan denial test report. 
[0109] Finally, with respect to redlining, the reconstruction 
process of the compliance monitoring system 130 in one 
embodiment attempts to determine whether lending organi 
zations are refusing to make loans in certain geographic areas. 
The output may include geographic distribution of loans by a 
particular lending organization, along with credit and demo 
graphic characteristics of the geographic areas. Parts or all of 
the above output may be organized by census data tract or 
other geographic dividers such as city or country boundaries 
or ZIP codes. Additional details of the redlining analysis are 
provided below in the description of FIG. 5E, which shows a 
sample redlining test report. 
[0110] In one embodiment, the output for the detection of 
these three types of potentially illegal activities may further 
include scorecards indicating the percentages of loans in 
which such potentially illegal activities have been detected 
and the total amount involved. The output may additionally 
include pattern and practice analysis based on reconstructed 
data for a lending organization stored over a speci?ed period 
of time (eg. a month, a quarter, or a year). The scorecards 
and/or pattern and practice analysis provide historical over 
views of the performance of the lending organizations and 
can assist interested parties (eg. government regulators, 
courts, public interest groups, consumer groups, and attor 
neys) in monitoring lending organizations. 

System Implementation of the Additional Embodiments 

[0111] FIG. 4D shows another embodiment of the compli 
ance monitoring system 130 that is con?gured to detect non 
compliance of lending laws and regulations including the 
afore-mentioned new RESPA regulations. In one embodi 
ment, the compliance monitoring system 130 receives vari 
ous types of data from a lending organization 210 (eg. from 
a loan origination system 212 of the lending organization 
210). The data may include pricing sheets, pricing modules, 
pricing algorithms, underwriting guidelines/algorithms/pro 














