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Fidelity is repositioning its technology approach by combining LPS and
ServiceLink into the new Black Knight Financial Services.
BY TED CORNWELL
AS 2013 CAME TO A CLOSE AND THE CITY

of Jacksonville, Fla. prepared to ring in
the New Year with its traditional
fireworks display high above the St.
Johns River, another celebration
was in the works a mile upstream.
The St. Johns flows north
through Florida before it
meets with the Atlantic Ocean
at its mouth in Jacksonville.
Fidelity National Financial’s
headquarters sits on the
river’s western bank, just
south of where fireworks
flew from a pair of barges
flanking the Main Street
Bridge that connects the
city’s Downtown Core and
Southbank neighborhoods.
It was there, two days after
the New Year’s Eve festivities,
that Fidelity, the nation’s largest
title insurance underwriter,
announced that it completed its
planned $2.9 billion acquisition of
Lender Processing Services. The cashand-stock deal, first announced in May
2013, is more of a reunion than a new alliance,
as the two companies share a long history together.
www.mortgage-technology.com
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Fidelity previously owned the mortgage servicing automation, analytics and
lending technology that comprise LPS after it acquired Alltel Information Services
in 2003. After also acquiring Certegy in
2006, it combined the two and spun them
off into a separate entity called Fidelity
National Information Services, or FIS.
But the mortgage technology assets
struggled to find their place among the
core banking systems, payments processing and other retail banking technologies that make up most of FIS. So
in 2008, FIS spun off the mortgage technology into its own company, LPS.
Fidelity paid $2.9 billion in cash and
stock to acquire LPS, combining it with
its ServiceLink unit to form a new company, Black Knight Financial Services.

Its four underwriting units collectively
issue more title insurance policies than
any other title company, but Fidelity also
owns restaurants through its American
Blue Ribbon Holdings division, automotive parts manufacturer Remy and several other businesses unrelated to the title
and mortgage technology sectors.

Under PressUre
With the refinance boom coming to an
end and new mortgage regulations taking effect, the industry faces “increased
cost pressure and margin compression,”
which will force lenders to look for technology that help them compete in the
changing environment, Tom Sanzone,
the new CEO of Black Knight Financial
Services, said in an interview with MT.

Fidelity’s new subsidiary actually consists of two legal entities: Black Knight,
which focuses on technology, data and
analytics; and ServiceLink, which focuses on transaction services like appraisal,
title, closing, escrow, and flood insurance determinations, as well as default
services and asset management.
There are a number of reasons for
splitting the business into two entities,
Sanzone said. For one, the technology side has a different business model
from the transaction management side.
On the technology side, business is usually done by way of long-term contracts
averaging five to seven years. On the
transaction side, there is more of a daily
relationship with customers, who pay
for services on a per-transaction basis.

“Part of this has to be in some way, shape, or form
an opportunity to smash CoreLogic.”
— EJ Kite, CIO, Wingspan portfolio advisors
The crown jewel of the technology that Fidelity acquired with LPS is
Mortgage Servicing Package, the system of record used for approximately
50% of all U.S. mortgages, as measured
by dollar volume. The deal is also a
strategic move that should enhance
organic growth for Fidelity, and could
open the door for future mortgage
technology acquisitions in the future.
Expense reductions were also a factor,
and the company expects to attain
$100 million in expense reductions by
combining LPS and ServiceLink.
Even when LPS was out on its own
as a standalone company, it was never
too far away from FIS or Fidelity. All
three companies are based in the same
office park in Jacksonville’s Brooklyn
neighborhood. And while Fidelity’s
decision to buy back a company it had
divested five years earlier came as a
surprise to many, but its leaders have
long been willing to make unconventional investment decisions.
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“There is a move to get more efficient,
and one of the ways to get more efficient is to purchase technology products
that help run the business through third
party vendors that have economies of
scale across multiple clients,” he said.
Sanzone said the combination of LPS
technology and analytics with Fidelity’s
transaction platform creates opportunities to provide new and enhanced products and services that will help clients
solve their business problems across every aspect of the lending process.
Another factor that may favor large,
consolidated technology providers is the
renewed focus on safety and security in
the financial services industry, Sanzone
said. Firms with large balance sheets face
significant risks if they don’t employ
the proper analytics and technology to
manage their operations. Black Knight is
regularly audited and the vendor’s size
ensures that adequate resources can be
devoted to providing clients with the security they need, Sanzone said.

Pairing the LPS technology assets with
ServiceLink allows the new company
to offer a complete lineup of products
across the entire lending lifecycle. MSP
remains Black Knight’s “flagship product,” Sanzone said, and it will retain its
existing name and branding.
Black Knight will also continue to
maintain its three loan origination
systems: the enterprise-level Empower; PCLender, for midsize lenders; and
LendingSpace, which is used by wholesale lenders. “It is a significant business for us and an area in which we
think we can grow substantially over
the next few years,” Sanzone said.
To create Black Knight, Fidelity worked with private equity firm
Thomas H. Lee and Partners, which
serves as a minority stakeholder in
each of the two subsidiaries, owning
35% of both Black Knight and ServiceLink. The Boston-based private equity firm will have board representation
for both entities, Sanzone said.
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o-based davis
enderson Corp. agreed to acquire online lending specialist Mortgagebot from
nvestors for a cash price
of $231.8 million, the deal drew applause
at a time when many mortgage technology
deals have amounted to distress sales.
pectrum, which has owned and partnered with Mortgagebot over the past
five-plus years, said in the announcement
that the sale price gave it “an appropriate
oth companies said Mortgagebot,
Mequon, Wis., will operate as a separate division, that the purchase will
have “little or no impact” on the products and services Mortgagebot currently delivers, and that all the company’s
existing relationships, contracts and
agreements will remain unchanged.
The Mortgagebot executive team will
cott happ as
Tower Group senior analyst Craig
he talks to both firms
think acquiring
enderson a
strong product and a very deep customer
base into which they can sell their other
technology products that already dominate the Canadian lending market,” said
e said the deal gives Mortgagebot “deeper capital to expand their lendenderson operates in other consumer lending arenas such as credit cards.

         
    
   
    

The acquisition makes sense for davis
+ henderson, he said, because Mortgagebot, with close to 1,000 customer banks
and credit union users of its Powersite
technology, already is pursuing longrange expansion of its customer base. For
acquirers, purchases like this one are attractive because “de novo expansion can
be very expensive,” observed Focardi.
Mortgagebot boasts greater than 80%
market share in its target market of financial institutions with greater than $100
million in assets that want a transaction-

capable retail mortgage website. That
market share now amounts to 991 of an
estimated 1,200 institutions possessing or
seeking such a transaction-capable Web
presence, said happ.
since Mortgagebot’s 1997 founding,
the online share of mortgage originations
has grown from 1% to some 20%, happ
told NMN.
he said Mortgagebot Powersite is supported by “without question the most
sophisticated retail product and pricing
engine in existence. From the perspective
of presentation to the consumers, we handle all of the factors that conceivably affect
the pricing and eligibility of the loan.
“every year we have a steady array of
new functionality,” he continued. “We have
more people dedicated to developing new
technology than ever before. We are signing
12, 13, 14 new customers every month. no
one else is signing that many.” he said that
once Mortgagebot reaches its 1,000-customer goal, the company will set its sights
on the next 1,000, with its new owner opening fresh markets to tackle.
There are still plenty of challenges
to meet in the U.s. market, said happ.
“The online shopping experience is
still in its early phases. CrM capability is going to become increasingly
important to the end users. We hope to
support integration with the leading
CrM companies.”
Perennially included in Mortgage Technology magazine’s Top 50 service Provider list, Mortgagebot has received more
MT awards than any other company. v
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The hundreds of thousands of foreclosed
properties threaten to paralyze the housing industry as it struggles to regain a solid
footing. The far-reaching domino effect of
the foreclosure blight hurts more than just
the troubled borrower; it claims many jobs,
which hurt state tax revenue, and makes it
more difficult for consumers to get credit.
But there is certainly light at the end of
the tunnel for the lenders and servicers that
enhance their internal efficiencies and are able
to resell REO properties quickly. Foreclosures
are unfortunately inevitable, but through the
speedy resale of foreclosed homes to deserving borrowers, we can restore property values
and bring an end to the housing crises.
By implementing the following measures designed to accelerate the resale of
foreclosed properties, the industry is one step
closer to recovery.
The first step is to have as much data as
possible for the life of the loan.
To ensure a quick disposal of REO assets, it is crucial to pull out all the pertinent
information upfront that would be needed
throughout the entire foreclosure process,
focusing on both the beginning and end of
a loan’s lifecycle. Thorough title curative

  
 

procedures should begin immediately upon
receipt of an order so that the property is
ready to market as soon as possible. All REO
title work must be reviewed, graded for any
title curative issues and posted for immediate access. The servicer and REO department must work hand in hand, each having

   
    

 
complete access to one another’s databases,
which ensures a transparent and timely closing process.
Another key to speeding up the closing
process is to identify and clear up any looming
issues during the marketing phase before the
property goes under contract with a new buyer.
Run a thorough title search, verify and record
all foreclosure dates and stay on top of any
delinquencies. Make sure to resolve any title
issues and pay any delinquent dues (HOA,
taxes, liens) upfront that could delay closing.
That guarantees a smoother transaction once

the property goes under contract.
The third step lenders and servicers could
follow to end the housing crises is to have key
technology in place.
Employing an automated, Web-based
system greatly enhances control, improves
ease of use and significantly saves time. A
paperless system conveniently acts as a single
forum for all the multiple parties attached to
the file to view the status and progression of
the loan and make any changes in real time.
Multiple production resources can work on
the same file without having to wait hours or
even days for a response on certain documentation from the many professionals involved
in the loan, including the listing agent, selling
agent, mortgage broker, loan officer, lender,
asset manager, servicer, etc. Such a collaborative component cuts down on communication
and saves time by approximately 30%. The
industry can then use this time to identify new
buyers for unclaimed properties.
Collectively we can work together to
restore and rebuild the housing industry. By
speeding up the resale of foreclosed properties, we help to stabilize real estate prices, revitalize communities and rejuvenate the housing market.■
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What differentiates top-producinG

mortgage originators from their peers is
that they have multiple customer acquisition
strategies, they have a higher level of product
knowledge and they perform value-added
pipeline management activities. What they
don’t spend their time on is administrative
activities and nor should they, said the chief
executive of Mortgage success source, holmdel, n.J.
david fournier, during a session and follow-up interview at the Mortgage Bankers
association Loan production conference
in new York, said his observations were
based on the results of an Mss study released at the show, “Mortgage Loan origination: reaching peak performance during
challenging times.”
The market has changed, fournier said,
and loan officers today have to go out and
get clients by developing and cultivating relationships and by being there when the consumer has a need.
Mss, which is the parent of Mortgage
Market Guide and LoantoolBox, started out
as a mortgage broker centric company. But
now, about 40% of its subscribers are mortgage bankers. as the market changed, the
company needed to change, he explained, so
it commissioned a study for internal use. The
study gave Mss an incredible amount of data
it felt it needed to share with the industry.
The information was gathered through an
online survey by firstusa data with 3,600
respondents. There were over 500 follow-up
calls made.

fournier said the loan production spectrum could be divided into three tiers. over
a three-year period, the top producers originated 430 loans on average with volume over
$96 million.
The middle tier did 128 loans on average
with volume of $27 million, while the bottom third did just 66 loans on average with
under $11 million in volume.
for the preceding 12 months, the top onethird averaged 150 loans and $34 million in
volume. The second tier was less than half of
that on average, at 68 loans and $14 million,
and the fall-off to the third tier was by half
again, to an average of 35 loans and less than
$6 million in volume.
There is good news for those managers
with producers in the lower two tiers: the
originators in these groupings can be moved
up if they have access to the best resources
and learn how to focus their time and effort
on customer acquisition and gaining product
knowledge, he said.
he said the study found the top group did
not have better training or more experience
than the members of the other two tiers.
What they were better at was maintaining
customer contact and reacting to the changes
in the marketplace more quickly than their
competition.
The study found that the top producers
spend at least one-third of their time on
acquiring new customers and maintaining
relationships with prospects and former
customers.
specifically, their priorities were to tend

to their existing referral sources, develop
new referral sources and database marketing. all three were cited by at least 40% of
respondents as a high priority.
surprisingly, few loan originators spend
a significant amount of time on social networking or data mining. The study calls this
“a slower-than-expected adoption of customer acquisition activities that many experts say will become increasingly important
in the future.”
fournier added that originators could
not ignore what consumer eyeballs are looking at now, when it comes to social media.
he said the top performers use three
times more customer acquisition strategies
than their lower-tiered colleagues.
as for acquiring knowledge about products and industry trends, the study found
that just 28% of mortgage loan officers spend
at least 30% of their time in this area. But of
the group that does, 60% were in the top
one-third performance grouping, while 5%
were in the bottom tier.
enhancing product and financial knowledge is considered to be the factor that generates the highest improvement in performance, the study added.
top performers tend to rely on trade
journals and publications more heavily
than the others for information, and they
complete more accreditation and licensing
coursework.
When it comes to pipeline management,
top performers in general spend less time
administering this area, except for when
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The acquisition has elicited a lot of
buzz throughout the industry. E.J. Kite,
chief information officer at Wingspan
Portfolio Advisors, offers a blunt assessment about one potential motivation for the acquisition.
“Part of this has to be in some way
shape or form an opportunity to smash
CoreLogic,” he said. “There’s no doubt in
my mind that there is some competition
there between the gurus at both places.”
The deal also has the potential to
increase Fidelity’s wallet share from
big clients. By offering a full suite of
products, Black Knight may be able to
offer bundled services at pricing more
attractive than a piecemeal approach
with a variety of vendors.
“This could be an opportunity for
them to pick up even more market
share,” Kite said. “I see this as an opportunity for Fidelity to build a really
good end-to-end solution.”
Craig Hughes, managing director of
financial services consulting at CC Pace,
said strategic goals drove the deal, rather than cost, noting that Fidelity bought
LPS back for a price that’s not far off
from what LPS was worth when it first
became a standalone company. “It’s not
like they sold high and bought low. It
just made sense structurally,” he said.
Fidelity’s penchant for spinning units
off and then repurchasing them reflects
the philosophy of Fidelity’s board, led
by Chairman William P. Foley II, to take
advantage of any opportunities that
can provide value to shareholders.
“If something makes sense to them
financially or structurally, to bring
something back that they have spun
off, then they’ll do it,” Hughes said.
“Ultimately, I believe that Foley is a
smart businessman and he doesn’t do
things that don’t have strong value to
shareholders, so there has got to be a
strong financial piece to it.”
Fidelity probably hopes the creation of
a consolidated technology unit will spur
organic growth, Hughes said, noting the
loss of the LPS assets previously may
have eliminated cross-selling potential.
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But the deal does come with some
risks, Hughes said. LPS ran into regulatory trouble in the wake of the financial
crisis. In January 2013, LPS agreed to pay
$127 million in a multistate settlement
of claims that it forged documents that
were used to foreclose on homeowners.
“I’m hoping this reorganization and
change doesn’t introduce structural problems into the organization,” he said.
Mark Dangelo, president of MPD Organizations, who has written a book on
post-merger and acquisition challenges, said in an e-mail interview the LPS
acquisition is likely driven in part by
a desire among lenders to seek larger
service providers to “reduce vendor relationships and points of risk.”
The more volume Fidelity retains
from large lenders, the better its chances
of maintaining or increasing margins on
a per-loan basis, he adds. It also spreads
the cost of research and development
across more loans. But he expressed
some skepticism about the benefits of
these economies of scale going forward.
The low rate of household formation in
recent years may portend a lower “new
normal” for mortgage origination volume, rather than an aberration related to
the Great Recession, he said. If origination volume does remain lower than in
the past, that may undercut the financial
assumptions made in any predeal targets
for the combined entity’s performance.
Dangelo also isn’t convinced that the
“bigger is better” model for mortgage
technology providers will prove persuasive in the market. Historically, smaller
firms often are better at “point-solution
innovation” than larger ones, he said.

He doubts the Fidelity purchase of
LPS and creation of a new technology
and analytics company will have much
impact on what offerings are available
to lenders, at least in the near-term.
“There are a lot of ‘Doubting Thomases’ who think that this new iteration
of the ‘old family’ assets have been
just recast into a new brand and offering envelope — but remain essentially
the same,” he wrote.
Because of Black Knight’s size, it has
the potential to force smaller players to
broaden product lines and enhance integration in response to its vast resources.
“As we have seen, those who can act
upon their assets within a big or vast
data world stand to benefit their clients the most — Black Knight has the
potential, but execution and attention
to detail in a post-deal M&A world is
imperative,” Dangelo said.
That could force smaller vendors and
outsourcers to “form strategic or exclusive alliances, or joint ventures, to compete against the scale,” of Black Knight.
Another risk for Black Knight is that a
company whose core is the MSP servicing system that’s known more for its consistency, audit capabilities and reliability
more than its innovation, could prove
too risk averse to compete with smaller,
more nimble competitors, Dangelo said.
Time will tell whether Black Knight
Financial Services can capitalize on its
ability to touch virtually any part of
the mortgage market. But the reunited
Fidelity and LPS has the potential to
change the dynamics of how lenders
and servicers work with their technology and services partners. 

Index of AdvertIsers
Advertiser

Pg #

FICS
fics.com

C2

Lending Manager
lendingmanager.com

C4

C E L E B R AT I N G 2 0 Y E A R S

1/28/2014 10:00:03 AM

