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LETTER FROM THE MANAGING PARTNER

To our clients, colleagues, and partners:

Two dates frame this issue: on July 21, the CFPB’s
amendment to Regulation B takes effect, and on August 6,
Fannie Mae’s Lender Letter LL-2026-04 follows, requiring
vendor and subcontractor Al governed to a standard no less
protective than your own. Those are the deadlines everyone
can see. They are not the whole problem.

Al is already operating inside mortgage companies: in LOS

and point-of-sale systems, pricing and fraud tools, income
and asset verification, document extraction, AVMs, marketing and lead generation, chat and
voice systems, servicing workflows, recruiting platforms, copilots, cloud services, and the
subprocessors behind all of it. Some of it was deliberately approved. Some is embedded in a
familiar product. Some arrived through a release, and some is optional or disabled today and
activated tomorrow. The first question is no longer whether your institution plans to use Al; it is
whether you can identify where it already operates, what it touches, and what evidence and
contractual rights you have on file.

So the centerpiece of this issue is a working tool, not an article: the Phase-One AI Vendor
Inventory Letter, released today, ready for your letterhead and every vendor that could
conceivably touch AI. A companion evidence package for the vendors is close behind. And
because the same discipline decides poaching cases, where the record built in the first seventy-
two hours outweighs the story reconstructed after the TRO application, we are featuring my




conversation with Greg Sher on recruiting without buying a lawsuit, alongside a California
appellate decision every production-channel executive should read.

You will also find our MISMO news and new industry seats, where the team speaks this fall, and
what the practice is handling beyond AI. The operating rule for all of it is the same: build the file
before you have to defend it. If something in these pages raises a question about your shop, call
me directly.

James W. Brody, Esq.
Founder & Managing Partner
james@brodygapp.com | (415) 246-3995

Thank you for subscribing—and for your continued trust in Brody | Gapp LLP.

RELEASED TODAY - THE AI VENDOR LETTER

YOU CANNOT GOVERN WHAT YOU CANNOT SEE.

Most of the Al in a mortgage shop arrived inside someone else’s product, and both GSEs hold the
lender, not the vendor, accountable for it. Freddie Mac’s Guide § 1302.8 has been effective since March
3, with Freddie confirming that its CORE reviews will encompass the AI/ML requirements. Fannie
Mae’s LL-2026-04 takes effect August 6 and requires prompt disclosure, on request, of what Al you use
and the safeguards behind it. You cannot answer either until you know what is running, and the facts sit
with your vendors.

So we built the tool that gets those facts: the Phase-One Al Vendor Inventory Letter, released today. It is
a copy-to-your-letterhead template that lenders can send to every vendor that could conceivably touch
Al, paired with a ten-item Initial AI/ML Disclosure Schedule the vendor completes and signs, including
a no-Al attestation with a commitment to notify you before any Al feature is activated. The handout
also tells you what to do with what comes back: how to route the five response patterns, what goes in
the file, and when to escalate, and the responses populate the same AI System Inventory that MISMO’s
new FRAME framework places at the center of responsible Al governance. The operating rule is
simple: a vendor response is not the end of diligence; it is the first controlled record in your Al
governance file. And remember that silence at inventory predicts silence at examination.

One more date for dual-channel shops: on July 7, Fannie Mae extended the same architecture to
Multifamily lenders in Multifamily Lender Letter 2026-05, including the no-less-protective vendor and
subcontractor standard and on-request disclosure, and reaching origination, servicing, and asset
management. If you sell to both windows, calibrate the letter by channel rather than treating one form
as universal.

Download the Phase One L etter

Request the Editable I.etter and Tracker

Email James@brodygapp.com with any questions or additional requests



http://brodygapp.com/wp-content/uploads/2026/07/AI-Vendor-Due-Diligence-July-2026.pdf
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For the vendors reading this: a companion release is coming shortly from the firm: a modular, response-
ready evidence package with an Al bill of materials, a subprocessor map, indexed evidence, defined
response codes, and a signed vendor certification, so a vendor can answer once, well, instead of
improvising for every customer. You are welcome to reach out now; our vendor-side work is already
live, and Friday Harbor recently became the first mortgage technology provider to complete the firm’s
Al Governance Limited Attestation.

€2 When the responses come back, we offer a complimentary response-triage call on what they
mean, which gaps matter, and where the contracts go next. The call is informational; legal advice or
representation requires conflict clearance and a written engagement, and please do not email vendor
responses or other confidential materials until a secure transmission process is established. &

RECRUITING & POACHING IN THE MORTGAGE INDUSTRY

James Brody on the One on One Show with Greg Sher

Poaching originators and whole branches is as old as the business, and there is a right way and a wrong
way to do it. James Brody has represented some of the industry’s largest companies on both sides of the
poaching table, in some of the largest team-move lawsuits the industry has seen. In this episode he sits
down with Greg Sher for a candid conversation about the cut-throat realities of recruiting: what actually
triggers the lawsuit, what a defensible transition looks like, and how both the hiring company and the
departing producer can protect themselves before the resignation email goes out.

Listen To The Podcast Now

The law is moving with the market. The FTC removed its federal noncompete rule from the Code of
Federal Regulations in February, but enforceability still turns on state law, and federal scrutiny did not
leave with the rule: on May 8, FTC Chairman Ferguson sent a public warning letter to mortgage-
services provider Mortgage Connect over blanket noncompetes, built entirely from the company’s own
enforcement lawsuit and quoting industry complaints that noncompetes hold loan officers and branch
managers hostage. Enforce a covenant in court today, and the FTC may read your filings.

And on May 27, the California Court of Appeal issued a published decision in Guild Mortgage v.
CrossCountry Mortgage, reviving an entire branch-raid case the trial court had dismissed: employees
owe an undivided duty of loyalty while still employed, a branch manager can owe fiduciary duties on
top, and computer-access claims under Penal Code § 502 survive trade-secret displacement. Mobility
after departure is protected in California; what happens before departure is not.

IF YOU JUST LOST A TEAM

B Preserve first. Issue the litigation hold and capture email, CRM and LOS records, access logs,
device activity, and texts before anything is wiped or reissued.

® Quantify what moved. Pipeline, borrower NPI, referral and pricing data, and people; and run the
GLBA and state data-incident analysis rather than assuming.

® Then size the remedy. Determine governing law before asserting a noncompete or no-raid clause,
and match the response, from preservation demands to a TRO, to the actual evidence.



https://podcasts.apple.com/us/podcast/one-on-one-with-greg-sher-james-brody/id1799621944?i=1000771723673

IF YOU ARE THE ONE HIRING

® Clean hands before day one. Review every agreement before the start date and deliver a written no-
contraband instruction in advance.

m Keep their paper out. No prior-employer files, CRM exports, borrower NPI, pipeline, or pricing
data in your systems; quarantine anything that arrives and route it to counsel.

® Document as you go. The independent business reason for the hire, and inbound customer contact

recorded as it happens, not reconstructed later.

A great producer is worth hiring. A great producer carrying the former employer’s files, pipeline, and
NPI can turn a recruiting win into a co-defendant.
Read A Mortgage Bankers Masterclass

An active or threatened team move is not a read-it-later problem. Call James directly at (415) 246-3995, and please do
not send confidential facts or documents by email until conflicts are cleared and an engagement is in place.

BRODY | GAPP GROWS INDUSTRY PRESENCE AND
PARTNERSHIPS

Brody | Gapp LLP is proud to have become an Associate Member of MISMO, the mortgage industry’s
standards body and a subsidiary of the Mortgage Bankers Association. For more than two decades,
MISMO’s common language has been adopted across the industry because it works: fewer errors, lower
per-loan costs, and faster, cleaner data exchange among everyone who touches a mortgage.

That is why MISMO’s June launch of FRAME, the Framework for Responsible Al in the Mortgage
Ecosystem, matters: it gives the industry a shared starting point for responsible Al, and the first artifact
at its center is the AI System Inventory, the record of every Al-enabled system in a lender’s shop,
vendor-supplied tools included. We are aligning our Al diligence tools, including the vendor letter
featured in this issue, with FRAME, and as MISMO’s Al certification program develops, Brody | Gapp
is working toward being among its first certified consultants. Stay tuned: a further announcement is
coming soon.

And the firm’s standards work goes beyond MISMO. James Brody and Ron Gapp are both working
with the American Bankers Association’s AI Working Group; at the California Mortgage Bankers
Association, James and Ron serve on the Legal Issues Committee, Ron serves on the Compliance
Committee, and James serves on the Technology Committee; and James serves on The Mortgage
Collaborative’s Al Council and Advocacy Council. If your shop is wrestling with a question these
bodies are debating, odds are we were in the room.

UPCOMING EVENTS

Our team would love to connect in person or virtually at one of the upcoming events below.
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WEBINARS

The Mortgage Collaborative - August 7 - "AI Risks and Scope Audits for Partners", with James
Brody. 11:00 a.m. PT, virtual.

CONFERENCES & CONVENTIONS

Housing Wire AI Summit — August 11, 2026 | Dallas, TX -- Skepticism about mortgage tech is
earned; this summit is about the leaders getting real results from Al anyway. -- Conference Info

ACT: Accelerating Collaborative Transformation from TMC -- August 12 - 13, 2026 | Dallas, TX -
- A lender-first tech summit with live technology competitions and LOS Demo Alley. James Brody
presents “Al Governance and Compliance: The Legal Exposure Lenders Don’t See Coming.” --
Conference Info

MISMO Summit — August 24 - 27, 2026 | Reston, VA -- The industry’s standards community, in one
room. Come find us. -- Conference Info

Uniquely TMC — September 20 - 22, 2026 | Austin, TX -- James Brody speaks on Al audits and
what is coming next from an Al perspective. -- Conference Info

FinAi Lending Summit — October 7 -8, 2026 | Caesars Palace Las Vegas, NV --
A tightly focused event for leaders modernizing the lending lifecycle with Al and automation. --
Conference Info

IN THE PRACTICE - WHAT WE'RE HANDLING NOW

AT may own the headlines, but it does not comprise the whole docket. Lenders still have plenty else to
manage, and so do we:

® Wage-and-hour lawsuits. Our attorneys are litigating as many as 30 or more FLSA cases at any

»

given time, on both sides of the “v.

m Fighting over talent. Prosecuting and defending poaching and team-move disputes, including trade-
secret, raiding, and restrictive-covenant claims, with the TRO and injunction work that decides them
early.

®m Drafting LO compensation agreements. Loan-officer comp plans under Regulation Z, built to
survive examination.

m Defending licensing matters. State licensing and regulatory actions, multistate.

® Defending repurchase demands. From agencies and investors alike; our attorneys have collectively
defended more lenders in repurchase and indemnification disputes than perhaps any other law firm in
the country, including more than 70 Lehman Brothers indemnification suits and 10-plus CitiMortgage
actions.
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FULL BIOS AS BRODYGAPP.COM/TEAM

JOIN US

Join Our Team

We are building a national bench, and we are looking for top-tier compliance attorneys who want a real
platform without the big-firm drag — a place where you keep the vast majority of the business you
generate.

If that is the practice you have been looking for, talk to James or Ron directly:

RECENT EVENTS RECAP

James Brody recently presented at the Florida MBA
Secondary Conference in Daytona Beach and at the Ohio
MBA Conference on artificial intelligence in mortgage
banking. Founding Partner Ron Gapp joined James in
headlining the virtual AI Summit, “Anatomy of an Al-
Enabled Mortgage Company,” which drew more than
800 registrants, a number of them regulators. Thank you
to everyone who attended and met with the team; we
look forward to connecting at the events above.

RECENT EVENTS RECAP

A vendor-governance file reconstructed after the GSE, the examiner, the investor, or the plaintiff asks
for it is weaker than the contemporaneous record. A poaching case reconstructed after the logs expire
and the devices are wiped is weaker for the same reason. Build the file early. Preserve the evidence.
Make the next decision from the record, not from memory.
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Schedule An AT Vendor Triage Discussion

Call About An Active L.O or Brand Transition
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