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Industry History
Gaining Perspective
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Maturity Model
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Industry History

Settlement CFPB New CFPB

Services Bulletin Bulletin
1980s 2012 2016
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Presenter
Presentation Notes
Change is inevitable and embracing change encourages development
Analyze your Business
Make change while you can before change makes you
Everyone has doubt, fear and uncertainty
Feeling negative is counterproductive to embracing change


Change never seems natural or easy.  Normalcy is safe, as it doesn’t provoke fear.  The only thing constant is change.
Be diligent in the way you analyze you business.  What is positive and what is negative (as we know it today…not yesterday)
When you are consciously aware of change it, then it makes changing easier. Explore the endless possibilities
Doubt, fear and uncertainty is normal, it will never go away you just have to learn to embrace it.
Never blame your surroundings as it is counterproductive to change.  Stay focused and set your sights high and strive to achieve
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Presentation Notes
Hopefully there is a new perspective as we further enter into the world of regulation and the CFPB


CFPB: Consumer Focus

* CFPB to hold financial institutions and their service providers
accountable
* TWO points
— Number 1
« 5,250,000 existing homes were sold in 2015

* 510,000 new constructed homes were sold in 2015
» Average sales price for new houses sold as of 12/31/15= $358,100
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Presentation Notes
The CFPB feel that the consumers are at a real disadvantage because they may not know who their service providers will be and  may not have a choice in a lot of transactions the Realtor or the Financial Institution makes the choice.  The amount of money that passes through our Industry is astronomical- All 7 Pillars are important and as you are all aware of each of these there is no need to cover them again, however we want to point out 2 very important points one from Pillar 2 and one from Pillar 3  as they go hand in hand.




CFPB: Consumer Focus

— Number 2
» https://www.fireeye.com/cyber-map/threat-map.html
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https://www.fireeye.com/cyber-map/threat-map.html

CFPB: Third-party Oversight

 ALTA Presses CFPB for More Guidance

» Bureau Issues Bulletin in Federal Register
— First time bureau formally addresses issue of scalability
— Says lender’s risk-management program for service providers may
be scalable depending upon several factors
« Size, scope, complexity, importance and potential for consumer harm
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Over past four years, ALTA has met with and sent letters to CFPB

ALTA outlined four concerns regarding oversight of lenders’ vendor management programs
CFPB should be aware of types of vendor management programs being adopted in market
CFPB should provide public statements on good practices
CFPB should provide greater direction to companies during supervision process
CFPB should clarify how vendor management programs apply when consumer selects title or settlement agent





CFPB: Third-party Oversight

* What Will Most Lenders Focus On?
— One-size-fits all approach not the expectation
— More lender knows about a vendor, the better
— Nobody expects perfection
— Consumer choice important
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Presentation Notes
ALTA believes most lenders will focus on the following points as they continue to refine their vendor management around title and settlement.

One-size-fits-all approach is not the expectation. As the CFPB has said previously, the goal is for lenders to conduct an honest risk assessment of the potential for consumer harm inherent in a particular service. Lenders need to build a due diligence program that is integrated into their operations and manages the risk appropriately based on their risk tolerance.

The more a lender knows about a vendor, the better. This bulletin continues to encourage lenders to review their vendors’ policies and procedures (a cornerstone of ALTA’s Best Practices). More explicitly spelled out is the appropriateness of considering past performance in designing a lender’s due diligence.

Nobody expects perfection. No vendor management program can bring the risk of a mistake impacting a consumer down to zero. However, good programs both control the risk and set up procedures to identify mistakes as quickly as possible so that the consumer can be made whole.

Consumer choice is important. This is one of the areas of vendor management that is ripe for consumer harm and most in need of flexibility. As the CFPB recognizes in other markets, a lack of consumer choice can misalign incentives.



CFPB: Third-party Oversight

« ALTA’s Best Practices

— provide a blueprint to help lenders satisfy their responsibility to
manage third-party service providers

— Expect more lenders to incorporate Best Practices during 2017
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This bulletin represents a positive step in the ALTA’s continued engagement with the bureau to encourage them to provide more guidance to the market on vendor management. While it falls short of everything that we asked for in our letter to the director, it is a public response that can be considered a non-binding general statement of policy explaining how the CFPB exercises its supervisory authority. It is not open for notice and comment.

As lenders continue to digest this announcement, ALTA will continue to educate them on ALTA's "Title Insurance and Settlement Company Best Practices," which may be utilized as a blueprint for designing an effective vendor management program. We continue to see more lenders incorporating the Best Practices into their programs in some form, and you can expect that to grow with continued engagement in 2017.



&= Practices

ALTA’S Best



Best Practices

 What Changed?

— Pillar 2
« Utilize Positive Pay or Reverse Positive Pay, if available in the
marketplace, and have policies and procedures in place that prohibit
or control the use of Automated Clearing House blocks and
international wire transfers to protect against unauthorized

transactions.
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Presentation Notes
Under Pillar 2, language requiring the use of positive pay, reverse positive pay, Automatic Clearing House transactions and international wire transfers was modified. The pillar and associated assessment procedure now reads:


The original Best Practices requirement to block ACH and international wires proved troublesome for companies that had legitimate business reasons to utilize these services.

Additionally, many banks reported that they do not offer ACH or international wire blocks, but rather offer controls to help prevent any unauthorized transactions. 

This policy was modified to help companies better perform their duties by allowing them to either prohibit or control the use of ACH and international wires.

Modifications also were made to the Assessment Procedures for this pillar. Some of the additions included providing reconciliations, bank statements and supporting documentation electronically to the company’s contracted underwriter upon request. A company must also verify that it it’s not commingling fiduciary funds, including underwriter premium, with operating funds, unless approved in writing by the underwriter. This does not include the portion of the premium maintained by the title company in its operating account. 




Best Practices

 What Changed?

— Pillar 3
« Companies must securely maintain and dispose of records containing
Non-public Personal Information pursuant to an established timeframe
for retaining records, as documented in the Company’s information
security program that takes into consideration the appropriate legal,
regulatory, and business requirements.
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Presentation Notes
The Pillar 3 changes clarify requirements associated with maintaining and disposing of non-public personal information. Specifically, this portion of the Best Practices Framework included the addition of state law requirements for the maintenance and disposal of records (including electronic information) that include NPI. 

We heard confusion that some believe the Best Practices required the disposal of records immediately after settlement. This clarification makes it clear that a company may securely retain records containing NPI if there’s a need to preserve records to meet legal, regulatory and/or business requirements. The amendment requires companies to establish a timeline for disposing of records containing NPI to help protect against unauthorized access or use.



Best Practices

 What Changed?

— Pillar 4:

* Maintain written procedures to help ensure that any third-party
sighing professional—including Notaries Public—engaged by a title or
settlement company possess the appropriate qualifications,
professionalism and knowledge ... determined by a mix of legal and
contractual obligations.
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Changes to Pillar 4 added standards for engaging third-party signing professionals. 

Companies must conduct the following due diligence:

Verify that the third-party signing professional is covered by 
i. Errors and Omissions insurance, and 
ii. Notary surety bond, if required by state law; and 

Require that third-party signing professionals: 
i. Furnish evidence of their current state licensure, where required, or evidence if they have attained a recognized and verifiable industry designation, and; 
ii. Provide an acknowledgement of compliance with Company’s instructions and Company’s information security program as detailed in Pillar 3 of these Best Practices. 

It should be noted that if a third-party signing professional is directly employed by a title or settlement agent or underwriter that provides evidence of compliance with the Best Practices, Company does not need to perform the due diligence requirements outlined in this section of the ALTA Best Practices. 

In the event that a third-party signing professional is contractually retained by anyone other than Company (including the buyer or seller), the responsibility for verifying that the third-party signing professional meets applicable standards rests with that party. 




Best Practices

 What Changed?

— Pillar 5

« Title insurance policies are reported to the underwriter (including a
copy of the policy, if required by the underwriter) to meet applicable
statutory, regulatory and contractual obligations, but not to exceed
45 days following the (i) date of Settlement, or (i) date the terms and
conditions of the title insurance commitment are satisfied.

« Title insurance premiums are remitted to the underwriter to meet
applicable statutory, regulatory and contractual obligations.
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Lastly, Pillar 5 changes modify the timeframe under which title insurance agents must report title insurance policies and remit premiums to their underwriters. The pillar now says:








Presenter
Presentation Notes
ALTA’s Best Practices Framework was created for Title & Settlement Service Providers to assist Lenders in meeting their responsibility to manage third party vendors.

ALTA has developed many tools to assess compliance with the Best Practices, 3 of which are:

ALTA’s Best Practices Assessment Procedures

ALTA’s Best Practices Maturity Model

ALTA’s Best Practices Maturity Model Summary


Maturity Model

* Business Tool

— Measures company’s procedures against an established
standard

— Maturity refers to strength of a company’s procedures and if they
are followed consistently

— Benchmark levels
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Ad Hoc: Just Starting……Company has not yet established any policies or procedures

Planning: Developing Compliance……Controls and procedures exist but are not documented, or controls and procedures are documented but are not completely implemented

Defined: Partial Compliance……Some controls and procedures exist and are documented, but are not completely being followed

Managed: Substantial Compliance……Controls and procedures exist and are documented, but are not being followed consistently

Optimized: Full Compliance……Controls and procedures exist, are documented, and are being followed consistently




Related

Best Practice Assessment Benchmark Compliance Levels
Procedures
Ad Hoc Planning Defined Managed Optimized
Establish and maintain 1.01, 1.02 Licenses and Licenses and

current license(s) as
required to conduct the
business of title insurance
and settlement Services

corporate
registrations are not
available and
active for all states
and jurisdictions in
which the
company operates
on the assessment
date

corporate
registrations are
available and
active for all states
and jurisdictions in
which the
company operates
on the assessment
date

Establish and maintain 1.03
appropriate compliance
with ALTA’s Policy Forms

Licensing requirement

Company does not
maintain active
ALTA Policy Forms
License

Company
maintains an
active ALTA Policy
Forms License



Best Practice

Written procedures and
controls exist for Escrow Trust
Accounts

Escrow funds and operating
accounts are separately
maintained

Escrow Trust Accounts are
prepared with Trial Balances,
listing all open file/escrow
balances

Ad Hoc

Neither written
procedures nor
controls exist

Escrow and fiduciary
funds are comingled
with operating
accounts

No escrow accounts
and fiduciary
accounts are
prepared with a Trial
Balance

Pillar 2

Benchmark Compliance Levels

Planning

Controls and
procedures exist but
are not documented
or controls and
procedures are
documented but are
not completely
implemented

Some escrow
accounts and
fiduciary accounts
are prepared with a
Trial Balance

Defined

Some controls and
procedures exist and
are documented, but
are not completely
being followed

Underwriter premiums
and/or recording fees
are comingled with
operating accounts

Most Escrow
accounts and
fiduciary accounts
are prepared with a
Trial Balance;
however, underwriter
premium and/or
recording account
may or may not be
prepared with a Trial
Balance

Managed

Controls and
procedures exist and
are documented, but
are not being
followed consistently

All escrow accounts
and fiduciary
accounts are
prepared with a Trial
Balance, including
recording account,
but not underwriter
premium account or
underwriter account
but not the recording
account; however,
compensating
controls are in place

Optimized

Controls and
procedures exist, are
documented, and
are being followed
consistently

No escrow or
fiduciary funds are
comingled with
operating accounts

All escrow accounts
or fiduciary accounts
are prepared with
Trial Balances
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Tool Box Comparison

Assessment ALTA Best Practices
Procedure Framework: Assessment

Number

1.01

1.02

1.03

Procedures
ALTA Best Practice 1:

Establish and maintain current License(s)
as required to conduct the business of
title insurance and settlement services.

Obtain an understanding of the
Company’s process for monitoring and
tracking the current License(s) as
required to conduct the business of title
insurance and settlement services.

Confirm the active status of the
Company and/or individual
Licenses/registrations for each state in
which the Company conducts business.
In states where underwriter
appointments are required, ensure that
companies and/or individual producers
are appointed by each underwriter as
applicable.

View Company’s active ALTA Policy
Forms License or verify compliance on
Al TA website

Best Practice

Establish and

maintain current

license(s) as
required to
conduct the
business of title
insurance and
settlement
Services

Establish and
maintain
appropriate

compliance with

ALTA’s Policy
Forms Licensing
reauirement

Pillar 1

Ad Hoc

Licenses and
corporate
registrations are
not available
for all states
and jurisdictions
in which the
company
operates on
the assessment
date

Company does
not maintain
active ALTA
Policy Forms
License

Benchmark Compliance Levels

Planning Defined

Managed

Optimized

Licenses and
corporate
registrations
are available
and active for
all states and
jurisdictions in
which the
company
operates on
the
assessment
date

Company
maintains an
active ALTA
Policy Forms
License


Presenter
Presentation Notes
Applying Standards to Today’s Real Estate Transactions
The implementation of the CFPB’s Know Before You Owe regulation has required lenders, real estate settlement agents, and title insurance professionals to radically change the way they conduct business. The new regulation’s disclosure requirements have also generated a greater need to use additional settlement statements, such as ALTA’s model Settlement Statements, to ensure that settlement agents can continue to meet their state disclosure requirements. With the use of these new forms comes the question, “Who is allowed to receive a copy of the Closing Disclosure and settlement statement?”

The basic answer is that the Know Before You Owe regulation does not address who may or may not receive a copy of closing documents. Many lenders, however, are refusing to share a copy of the Closing Disclosure with real estate agents or other third parties. Additionally, some lenders are including provisions within their closing instructions that prohibit settlement agents from sharing the Closing Disclosure with third parties. These lenders are stating that the consumer may provide a copy of Closing Disclosure to real estate agents if he or she chooses.

A concern remains about how to get necessary information about the transaction to outside parties, including real estate agents, who need certain information to document their involvement in the transaction. One of the primary reasons real estate agents are interested in receiving the Closing Disclosure is because they have to report certain data fields to MLS to close the listing. These requirements vary by state, and there is not a uniform set of data fields that will satisfy MLS. Reporting these data fields is a requirement for participating in the MLS system, so it is crucial that real estate agent receive this information.



Maturity Model Summary

Benchmark
Compliance Levels

ALTA Best Practices Progress Plan

Ad Hoc
Defined
Managed
Optimized

Establish and Maintain current license(s) as
required to conduct the business of title
insurance and settlement services

X

Establish and maintain appropriate compliance
with ALTA’s Policy Forms Licensing requirement

Pillar 2

Written procedures and controls exist for escrow
trust accounts

Escrow funds and operating accounts are
separately maintained

Escrow Trust Accounts are prepared with Trial

Ralan—crac lictinAa all fila/Zaccrownw halancace



Maturity Model

— ldentifies the strength of a company’s Policies and Procedures
— ldentifies progress- can be measured
— ldentifies a plan to move toward Optimized

— Provides an alternative way of determining how a company’s
procedures measure up against the Best Practices
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What do lenders need?


- .
Evaluate your market
Ask questions
Educate

What tool is best for you to use
Proactively communicate



QUESTIONS?
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1800 M Street, NW, Suite 300S, Washington, D.C. 20036-5828 P. 202.296.3671 F. 202.223.5843




CONTACT INFO

LORI DORMAN | Idorman@agentstitie.com
CYNTHIA BLAIR NTP | cynthia@blaircato.com

JEREMY YOHE | jyohe@alta.org

ALTA.ORG/BEST-PRACTICES
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