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Intelligent Information

Introduction

Mortgage rejections are on the increase. Indeed a recent survey from MoneyExpert claimed that
mortgage application rejections had increased by 60% in the last 6 months to 738,000. That’s nearly
% million people who are being adversely affected along with a considerable amount of wasted of
time effort and money by advisers and lenders!

An intangible affect that such rejection level will have is the stress and disappointment of the client.
The cost of these rejections to the broker and lender is not insubstantial but to the client it can result
in delays moving house even to the point of losing their chosen property - Impact on their credit
record — making it harder to get a mortgage elsewhere - Lose them application and booking fees
thus worsen even further their already poor perception of the mortgage market. This certainly
doesn’t sound like ‘Treating the Customer Fairly’.

MoneyExpert Findings

> Mortgage Application rejections for the 6 months to March 2007 were 468,000

> Mortgage application rejections have now reached 738,000 for 6 months April to
September 2007!

» This is a 60% Increase on the previous 6 months

» 25 to 34 year olds are worst hit with 4% being rejected

This paper explores one way the mortgage sales process can be re-engineered to reduce these

numbers.
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The Traditional Sales Process

Since mortgage regulation arrived the sales process has become more formalised, scrutinised and
criticised. Yet in many ways the key processes remain unchanged. Following initial contact and once
having held a fact finding meeting, albeit following satisfactory anti-money laundering checks and
other regulatory obligations, recommendations are made whereupon the case is submitted to a
lender. Frequently this submission process would have been preceded by an ‘Application in
Principal’ process which more often than not involves multiple lenders. The multiple lender
approach being the most effective way of ensuring that at least one of them will / may accept an
application. Once the case is received by the lender it will undergo an initial criteria review, score
card and credit assessment and may go so far as a physical valuation before finally being
rejected.

Recommendation Underwriting
sppplication Fees

e*Paper AML Check
eTi d cost of =Booking F
based process eMultiple DIPs ot oo o sFullCredit File
elmpacton client credit =*Physical Valuation
rating sllending confinmation
or rejection

This process causes a number of potential problems which could be prevented or mitigated:

> Late discovery of adverse credit information may result in case rejection or scheme
cascading (something the FSA in unhappy about). This can result in unnecessary time delays,
costs and potential fee loss to the client. Contested property values in the case of a
purchase or inaccurate valuation assumptions in the case of a remortgage can result in case
rejection or loan levels being amended late in the underwriting process. This as with the
previous point could create significant time delays and cost to the client.

» Where the above occurs the broker should re-approach the market with the intention of
resubmitting the case to a more appropriate lender. This process will inevitably result in
delays and additional costs both to the client and the broker and will do nothing for client
satisfaction

> Confusion still exists as to whether an AIP credit check leaves a hard or soft footprint.
Lenders have the ability to leave a soft footprint in the form of a quotation rather than
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application search. However, brokers may be unaware of which type of footprint is being
left on a client’s credit file as lenders do differ in their approach. As a result multiple AIP’s
and actual application footprints may be having a highly detrimental impact on a client’s
credit file and credit rating.

> Irrespective of your profession or industry unnecessary waste is unacceptable. Rejecting
cases comes at cost not only to clients but also to the lender and broker in the form of time
and money which could be applied to more productive activities. Successful applications
create revenue, rejection creates loss.

The Reengineered Process

In reality the problems described in the section above often occur because the broker does not have
the practical tools to be able to follow and apply the “Know Your Customer” philosophy. If the credit
and property valuation information had been available at the very start of the advisory process,
before even the main fact finding process, then many of these issues could have been avoided.
Undertaking such checks up front will mean that the advisor will be in a position to recommend the
right product with the right lender based on the clients true financial situation addressing any credit
issues (possibly consolidating outstanding debit if appropriate), and identifying and pre-empting any
issues regarding the security valuation. This surely brings the advisor closer to both “Knowing their
Customer” and as a result Treating that Customers more Fairly.

Recommendation Underwriting
=Application Fees

= Electronic

*AML «Single DIP *Booking Fees eFullCredit File

oCredit *Fee loss reduction due . .

«AVM *Reduced need for toenhanced accuracy *Physical Valuation

. multiple DIPs sReduced rejection

=Reinstatement levels
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Data » Information »Knowledge »Wisdom

This new process needs to be seamless and delivered to end users in as integrated and usable
format . There is little point in contacting a Credit Reference Agency or Property Valuation Service if
this simply provides sheet after sheet of data about the client and property which bears little
relationship to the advice being sought and that being provided. The delivery format will enhance
interpretation and as such is as important as its availability and acquisition. The current static pdf
format provided by data providers represents a cumbersome barrier to what is felt to be an already
overburdened process. What the adviser requires is pertinent information presented in a format
that allows them to provide accurate and appropriate advice. They do not need or desire to review
associated marketing literature or undertake a laborious manual interpretation of every piece of
data delivered to them. What they require is intelligible, specific and relevant information delivered
in as concise and logical format as possible. By filtering the data acquired advisers are able to apply a
more focused approach to providing advice creating real time and cost savings for themselves and
the client. Where this methodology really becomes powerful is where the data is presented not in a
static format but within the set of tools that dynamically analyses and presents the information
describing what it means to that client (is the client prime or near prime, is the security valuation
within LTV requirements, are the considered lenders appropriate or otherwise). If the broker can
use these tools and can take this information a step further it then becomes a more interactive
process. Allowing the broker to adapt and change assumptions analysing the impact of different
approaches to the mortgage (such as debt consolidation) then we move from providing simple
information to delivering “intelligence” too to the advantage of the client.
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Benefits of new approach

This new approach has many benefits to the client, broker, network and indeed the Lender.

Client Broker Network Lender
Increased speed to Enhances the Enhances compliant Pre-qualification will
Offer approach to KYC & approach to the provision of reduce rejection levels
TCF advice and impacting positively on
recommendations. underwriting costs

Significant value add
contributing to adviser
recruitment

Potential for reduced Improves the level Creating time and costs Fewer multiple AIP’s
ongoing costs and quality of savings for Network impacting on client
(Instalment). advice administration by enhancing credit records
Negates possible fee member advisers’ services
loss (Application / to clients. (Compliance -
Valuation / Booking) complaints)
Better identification = Demonstrates that Pre-qualification should Reduced need for
of funding needed—  a considered and allow Networks to negotiate  scheme cascading
credit risk / valuation compliant enhanced procuration fees which is the subject of
accuracy / LTV approach has been and bespoke lending much industry and
adopted scheme regulatory criticism
Provides valuable Solution output Allows networks to Enhances lender /
property price can create Broker  undertake broker and client  broker and lender /
information aiding Fee justification profiling. This will enhance client relationships by
purchase service development by injecting efficiencies
negotiations or when networks to all parties and time and cost
setting remortgage concerned savings into the post
values submission processes

Wealth of Valuable
Management Information

In understanding the various components and the resulting benefits it must be remembered that the
focus here is on the advice process and the benefits this can bring to the client. Whilst it is generally
accepted that further benefits could be obtained from a more integrated approach to obtaining
client and property information it is unlikely to happen it the short term. Lenders for instance will
not base underwriting decisions on the output of these checks nor have they been devised for them
to do so. The credit and valuation checks undertaken by the broker match an advisory and not a
formal underwriting process. However, as these checks become more common and the value in
doing them more evident we will ultimately see a joined up approach which could create significant
savings across all sectors of the industry.
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A Regulatory View

Clearly this new process has substantial benefits in helping the broker adhere to the principals of
‘Know Your Client” & Treat Customers Fairly”. Clients will often not wish to divulge their true credit
history, either deliberately misleading the adviser through embarrassment or as in the case of many
client because they are unaware of their actual credit position.

Indeed the value of this approach was recognised by the recent review carried out by the FSA in
which they found nearly half the files reviewed did not contain adequately documented 'know your
customer' information. One of the conclusions of the review was some recommendations of ‘Good
Practice’ which included:

> “Firm obtains credit references on all occasions to assess the credit status of applicants.

> “Firm looks to help customers repair their credit. The client is referred to a credit
counselling service or Citizens Advice, where debt consolidation through remortgaging
might not be appropriate.”

Not only does this allow the broker to meet the ‘KYC’ regulations but without it, the broker could in
some cases be argued to be failing in their duty to ‘Treat their Customers Fairly’. Doing these checks
improves the service to client, helps ensure that best advice is given, avoids unnecessary delays and
potentially avoids damaging their credit history.

Providing credit checks early on in the process also prevents the worrying practice of cascading
within a single lenders product range as the right product should be selected during the advice
process and not subsequently as part of the lenders underwriting process.
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About ATS8

AT8 Group Ltd is an innovative consultancy company with knowledge, skill and experience across a
broad range of Financial Services and IT related disciplines.

Our experience of working with providers, intermediaries, lenders and IT companies puts us in a
strong position of understanding needs and opportunities. Our skills allow us to use our knowledge
along with our ability to innovate and proactively to create and implement differentiated business
improvement propositions that add tangible value to our financial services’ clients and partners. In
addition we supplement our own knowledge with current market data from research agencies such
as Datamonitor with whom we have a strong relationship and access to their Financial Services
Knowledge Centre.

Specific areas of expertise for AT8 include

e E-Commerce Strategies e Wrap

e Point of sale and Back-Office solutions, including portals ® Worksite Marketing

e Procurement and negotiation e Corporate Management and

e Sales and Marketing strategies Direction

e Financial services Regulation including MiFID * Mergerand Acquisition Guidance

e International market analysis e Process Improvement/Change
Management

AT8 can support and add value to the full lifecycle of a project from the initial idea generation to
operating the project and eventually reviewing and renewing the project. To help illustrate the
stages of a project that AT8 can help with we have created the navig8 wheel below.
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We have an open and flexible approach to how we work with our customers and take pride in
what we do and the value we create.

With specific relevance to this project the team have experience of:

e Launching an overseas IT subsidiary in the US

e Worked on European Distribution projects with specific focus on Spain and France
e International acquisition and divestment in the US

e Managing, growing and floating a financial services technology company
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