Mortgage Industry Articles and Quotes

By Lon S. Cohen

Clips of Articles I have written about the Mortgage Industry. My writing demonstrates my breadth of knowledge of the industry. In addition I have been quoted in articles for CNBC.com and other national publications about the Mortgage Industry.

1) Mortgage Loan Officer Article

http://www.hamptons.com/detail.ihtml?id=1401&apid=2977&sid=26&cid=31&hm=0&iv=0

2) Long Island Mortgage Article

http://www.lipulse.com/Articles.asp?id=802
3) Is your client looking for you to provide in-depth knowledge of the banking and mortgage industries?

As a former Loan Officer and Manager in the home financing department of a major regional bank, I am asked all the time to provide copywriting services, advice and consultation on all aspects related to the industry including products, marketing, financial instruments, background, current events, credit, qualification and commentary.

I have provided you with some of my most frequently asked questions below. Feel free to use this advice for yourself, friends, family or especially to prove to your client that you have an expert on your team that understands their needs.

How should consumers prepare when applying for a mortgage?

Get all your ducks in a row. When you apply for a mortgage you should know everything about your income, your savings, retirement accounts, credit, etc. Get a free credit report and study it. Look online for how-to type websites on preparing for a mortgage application. Lastly, if you have an accountant or a financial adviser, use them! If you trust them then ask for a referral. That way the Loan Officer has to content with making you happy and his referral source (your Accountant or Financial Adviser.)

Get pre-qualified. All reputable lenders offer free pre-qualifications. By getting pre-qualified you know how much you can afford. Knowing how much you can afford based on your current income and savings is key.

What are the best tips for finding a lender (what should you look for in one)?

Ask lots of questions. Ask anything, even if it sounds simple or absurdly ignorant. Never let a lender pressure you into “glossing over” any question you have. You have to find a lender that is part therapist, part financial adviser and part teacher. If you don’t feel comfortable with a particular Loan Officer then find another because there are a lot of fish in the sea and like a relationship life is too short to be in a bad one.

Also, shop around and never, ever let a Loan Officer "pressure" you into taking an application. I always offer my clients the opportunity to "think everything over." If the Loan Officer is thrusting a pen at you asking to take the loan that day before you leave his office then he's not a trustworthy Loan Officer. I have the confidence that I have given my clients the entire picture and all the information they need to make a decision.

But don't just ask the simple questions. Spend time talking to the Loan Officer. Most people come at it all backwards. They pick up the phone and dial twenty-seven different places and ask, “What’s your rate?” and hang up. You’d have better luck at the horse race track. Anyone will tell you what you want to hear. What they don’t tell you is - how long that rate is good for, how your personal profile will affect the rate, and how much it’s going to cost you to get that rate.

While you contribute probably 6% of your salary to your 401K and you probably trust no more than 5%, possibly as much as 10% of your income, if you can afford it, to your Financial Advisor, the average citizen must allocate a minimum of 28% of his or her gross income to her mortgage! Sometimes that number goes as high as 35-40% if you’re stretching it a little. Yet most people rely on fly-by-night Mortgage Brokers called the AAA Loan Co that they found on the back of a matchbook.

Advice for applying for and selecting a mortgage?

When you apply for a mortgage ask this question: What alternatives do I have if this loan doesn’t work out? The mortgage process is long and complicated, and regulations are written out very precisely. A very small item may interrupt the process and you want to be ready with an alternative right away so you and your loan officer do not waste time scrambling at the last minute to find another affordable product that fits your needs.

If you don’t understand how a mortgage product works then that program is probably not for you. If you can’t have your accountant explain it to you then it’s not the program for you.

Disclose everything. Tell the Loan Officer how much you make, how your credit history has been, what your savings are now and what you can save in the future. One last thing is to tell the Loan Officer about any relatives who may be able to provide gift funds in an emergency.

A good loan officer will do the service of putting all your assets and liabilities on paper so you can see the situation you are in and what you need to do to improve or change it.

With foreclosure filings up into the triple digit percentages in some states in 2007, what is your advice for analyzing a mortgage before taking it on?

I never recommend borrowing up to the maximum allowed even though some programs allow up to 100% financing. This could get you in trouble down the road if prices fall, especially with a large Interest-Only Loan or even one that is adjustable.

Unless you are really financially savvy, I never recommend anyone take what is called an Option ARM. These loan programs offer low initial payments and an option to pay one of three other amortized payments, but human nature lends itself to paying the lowest payment possible. While this sounds like the Interest-Only mortgage with more flexibility, it is not. The teaser payment is so low that it will actually accrue interest on top of your balance leading to what is called a Negative Amortization. This means over time, your mortgage balance will actually increase. Even worse, after a short term the low payment goes away and your loan converts to an adjustable rate mortgage. The jump is usually very high from the initial payment leading to severe payment shock for the borrower.

4) Paid Article for Banking New York Magazine

The Subprime Mortgage Crisis: Banks to the Rescue or I Told You So?

How deep does the current subprime mortgage mess go and are banks in a position to do anything about it? Do they even want to?

By Lon S. Cohen

The rumors of the death of the subprime mortgage market are not exaggerated or even untimely. In fact, it seems as if a plague of sorts has infected the industry, and it started with the dubious and sometimes downright predatory habits of many mortgage bankers and brokers. Cries of irresponsible business practices in the industry and marketing schemes that drove lending guidelines are cropping up all over the media nowadays, but seems like a little of the hindsight is 20/20 type rhetoric. 

The history of the mortgage industry as it relates to ever-expanding and ever-loosening underwriting has been very public and very obvious. This current implosion has only caused more attention to be directed at the symptoms, while the public and the politicians are crying for a quick cure. Where are the banks in this time of crisis and what benefit, if any, can they procure from the collapse of the subprime market? 

Many homeowners are faced with debt they cannot repay, staring at the possibility of foreclosure and perhaps even bankruptcy. Are the stodgy old bankers now poised to become the heroes of the hour as they scoop up borrowers who may be able to refinance into a new, more manageable, mortgage product? And more importantly, do they even want to?

After the smoke clears, banks – traditionally much more conservative and subject to stricter lending practices – may emerge from the rubble as the only players able to hold some semblance of lending ability. Now they are faced with the situation of either delivering or denying credit to the customers once serviced by the subprime companies.

Frank McKenna, co-founder of BasePoint Analytics, a leading provider of predictive analytic fraud and risk management solutions for global banks and the mortgage industry, said that although “there is a potential for banks to gain as much of the market share from subprime lenders that they want” he thinks that won’t happen anytime soon.

“Demand for mortgages is high, primarily among borrowers in trouble or borrowers that have poor credit,” McKenna said. “Unfortunately, while banks have the capability to lend to these borrowers, they will not because there is currently no interest in buying these loans in the capital markets. Essentially, investment banks are not buying subprime loans anymore, so if a traditional bank wants to lend to a subprime borrower they will have to keep the loan on their books and service the loan themselves, at least in the near-term. Most banks are not willing to do that.”

While subprime lending “can actually be quite profitable if the risk is managed correctly” according to McKenna, he believes that “the risk, in large part, was mitigated incorrectly by some of the lenders that have gone bankrupt.”

The traditionalism in the banking industry does tend to make them shy away from almost any loan that must be held in-house (otherwise known as portfolio loans). The riskier the loan – as with subprime mortgages – the less likely they are to hold these loans. In the infancy of the mortgage industry, what had helped provide such a glut of mortgage funds was the fact that the government essentially created a secondary marketplace for banks to sell off loans, providing them with more cash to lend to other clients.

McKenna explained that as a whole, banks are depending more and more on their retail branch network and less on brokers, who are more inclined toward the incendiary lending practices that have plagued the industry as of late.

“Banks are able to capitalize on their own internal networks [branches] to deliver higher-quality loans to the secondary markets or if they chose, for their own servicing groups,” he said.

At Bethpage Federal Credit Union (BFCU), with 146,000 members, $2.7 billion in assets and over 300 employees in Nassau and Suffolk counties, they have recognized that the current crisis may affect some of their customers. They are looking to do something about people stuck in “mortgage limbo.”

“Bethpage has never underwritten subprime loans and doesn’t face the credit liquidity crunch that contributed, by example, to the recent American Home Mortgage bankruptcy or closure of Capital One’s GreenPoint mortgage unit,” notes Bethpage President and CEO Kirk Kordeleski.

Although they are not exactly jumping into the subprime game, BFCU is trying to attract its customers away from bad deals. Because of this shake-up in the industry, people are finding their mortgage commitments restructured into outrageous terms. BFCU is advertising directly to affected members (open to anyone who lives, works, worships, attends school or regularly conducts business in Nassau or Suffolk counties, with some exceptions) by promising to honor pre-existing commitment and closing dates. The credit union is also waiving its application fee and offering mortgages with a variety of rates and terms. They say that currently one of their more popular mortgages is the 5/1 ARM (a five-year adjustable-rate mortgage).

Maria Tullo, mortgage manager for BFCU, said her company is advertising to customers to make sure they know their bank is unaffected by the crisis. 

“We are marketing more than ever and making sure the message is clear that Bethpage Federal Credit Union does mortgages,” she said.

As for the failure of one of the largest area subprime companies, “The bankruptcy of the American Home Mortgage resulted not only in the loss of jobs for Long Islanders, but placed people in jeopardy of losing their homes,” Tullo commented. “The correction will take some time.” 

But with “proper risk management and internal controls” she believes the banking industry can fill the void left by the subprime companies. Already she has seen the organic growth of her division because of the natural drift of those left behind seeking reputable banks, as opposed to the failing mortgage companies, resulting in a doubling of BFCU’s mortgage production.

In the future there may be reform in the way banks and brokers issue mortgages. Unlike many other industries, the mortgage industry has a lack of oversight by a central licensing agency.

“Many are now looking at ways to improve the rather unregulated mortgage industry [with] recent stories about instituting new evaluations for licensing mortgage brokers,” Tullo said.

Deborah VanAmerongen, commissioner of the New York State Division of Housing and Community Renewal, said, “Not all subprime loans are necessarily bad. In some instances, they are a valuable tool for individuals who don’t qualify for a prime loan.” Her agency provides counseling to help consumers make better choices when it comes to home loans and to avoid predatory lenders.

Frank McKenna agrees, saying that he thought the subprime companies didn’t have the proper underwriting guidelines and controls in place.

“These problems are correctable,” McKenna said. “And banks have the opportunity to get subprime lending right. A lot of subprime borrowers out there will be able to pay.”

He said banks must alleviate themselves of a list of risk factors before refinancing a potential customer’s subprime loan, including making sure there is no fraud on the original file, ensuring that there are no predatory lending issues, and watching out for payment shock, equity in the home and reserves in the borrower’s bank account. If they follow those considerations, then there is no reason banks can’t jump into the subprime market to help capture some of the business that is faltering.

In the short term, banks have been pulling back on their lending to avoid being lumped into the subprime category. Many lenders have dusted off those massive old procedures books and shifted focus back to traditional underwriting and fraud solutions. Of course, the entire back end of the business is now more beholden to risk management and tightening of products guidelines instead of the wants and desires of the marketplace.

“Banks will probably capitalize on the opportunity by developing special programs for their customers that have other subprime products with the bank,” McKenna said. “For example, if the borrowers have a credit card or auto loan with a good payment history, then they will probably target them for a home loan.”

By leveraging existing strengths, banks can capitalize on subprime business, if they decide to take the plunge.

“I think that banks could be more successful for several reasons,” McKenna said. “They have more access to capital, so they are not solely reliant on the secondary market to be able to fund loans. They can leverage their extensive retail branch network to originate more and higher-quality loans. And they can leverage their internal sources of data to mitigate risk.”

Some new tools are being offered to help banks better serve the subprime marketplace in a safer, more effective way that will hopefully stem the predatory lending stigma of these mortgages. Christopher Dodd, chairman of the Senate Committee on Banking, Housing and Urban Affairs, implored Treasury Secretary Henry Paulson and Department of Housing and Urban Development Secretary Alphonso Jackson to take steps to make the FHA release affordable loans to homeowners in danger of foreclosure, mostly due to bad lending practices.

Just recently, New York Gov. Eliot Spitzer announced $100 million in funding for the State of New York Mortgage Agency’s (SONYMA) “Keep the Dream” program to help consumers who are at risk of defaulting on their mortgages. Through partnerships with Fannie Mae, mortgage lenders and mortgage insurance companies, SONYMA will offer at-risk homeowners the ability to refinance their current mortgages with 30-year or 40-year fixed-rate mortgages at competitive interest rates. The agency began accepting applications for the new refinancing program from banks in September.

“Our mission at SONYMA is to help working-class families buy their first home and keep their homes,” said President and Chief Executive Officer Priscilla Almodovar. “That is why our ‘Keep the Dream’ program is so important; it will give families in danger of losing their homes the ability to refinance their mortgages and remain as homeowners.”

Obviously, the secondary market has no taste for subprime loans right now. Subprime lending will be in a drought until the market puts some space between this current crisis and their risk assessment. McKenna predicts that over the next two years, “more ARMS will reset, foreclosures will increase to record levels, more independent lenders will go bankrupt, more consolidation will occur.”

When asked whether he thought the secondary mortgage market (not including FNMA, FHA, SONYMA, etc.) was completely dead he said, “No, just in a coma.”

“The secondary market will return,” McKenna predicted. “Independent lenders will return. The cycle will repeat, however on a much more limited and rational basis.”

(tag) Lon S. Cohen is a freelance writer based in Long Island.

