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Industry Landscape

Purchase and refinance origination volumes remain low when compared 
to recent years and have placed greater focus on retention and cross-
sell. 

Stable servicing portfolios due to lower prepayments.

Continued industry consolidation through takeovers and firms exiting the 
business.

Emergence of the non-traditional mortgage products as a result of 
historic home prices.

Increasing levels of default especially in the sub-prime market.

New regulations require robust compliance and monitoring capabilities. 



Top Servicing Strategies for 2007

MBA Servicing Conference 2007 5

The current industry conditions have placed greater importance and 

focus on the servicing portfolio as a driver of profitability.  As a result, 

servicers now have the opportunity to become the profit champions 

within their organizations.  However, these favorable conditions alone 

do not guarantee success.  The most successful companies will need to 

demonstrate an ability to execute on the following:

1. Maximizing Value 

2. Cost and Capacity Management

3. Regulatory Compliance

4. Default and Repurchase Management

5. Understanding Customer Value

6. Customer Retention
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1. Maximizing Value 

2. Cost and Capacity Management

3. Regulatory Compliance

4. Default and Repurchase Management

5. Understanding Customer Value

6. Customer Retention
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DRAFT – For Discussion Only

• The servicing asset represents an investment made by the company and 

with that investment comes an expected rate of return. 

• This expected return is based on a series of factors including but not 

limited to: 

• Prepayments

• Cash flows

• Traditional – P&I float, Escrow, Late Fees, Cost to Service

• Non-Traditional – Cross sell income

• Loss rates

• Execution

• In order for a company to suceed and be a leader in the business it is 

imperative to understand the actual performance of each of these items 

against the expected returns.  

Understanding the Servicing Asset
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Asset 
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Performance

Customer 
Value
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Performance

Detail Tracking of 
Actual MSR 
Performance

Price/Value Hedging

Buy/Sell/Hold

Best Execution

Expected/
Actual Return

Attribution
Analysis

Product Analysis 
Profitability

Customer 
Profitability

Targeted Marketing

Retention & 
Cross Sell

Cash Flow 
Management

Channel 
Management

Servicing Profitability

Robust Economic Management
In order to maximize the value created from the asset, a company needs to 
understand and measure actual performance and disseminate it into four strategic 
areas. 
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Optimizing returns on the portfolio requires a company execute on a variety 
of areas including: 

• Maximizing Operational Cash Flows 

- Measure of actual vs. expected cash flows including revenue targets

• Retention / Cross – sell

- Establish expected returns for the programs and focus on low-cost 
channels

• Treasury 

- Analysis of core vs. non-core balances

• Seller Management

- Actual performance of sellers in terms of quality, relative prepayment 
speeds, losses and profitability

- Performance based pricing adjustments

Maximizing Value = Optimizing Returns
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• Portfolio Management 
- Making the appropriate buy / hold / sell decisions
- Understand what the market is over or under paying for relative to 

what you can earn on the asset. 
• Execution

- Understand the impacts of deal structures on profitability 
• Vendor Management

- Quality, efficiency, and cash flow performance
• Innovative Nontraditional Performance Measures

- Cash Flow Return on Investments
- IRR
- Relative scoring 

• Loss Management
- Controllable vs. uncontrollable
- Monitoring risk

Maximizing Value = Optimizing Returns
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Can you answer the following related to your servicing portfolio?

• What is the actual cash flow performance of your portfolio? How does that 

compare to your expected return?

• What is the average payment date on your portfolio?

• What are your core vs. non-core escrow balances? 

• What is the cost of your escrow advances? What strategies to you have to 

minimize these? 

• What are you actual vs. expected float days? 

• What is the cost of your corporate advances? How aged are the balances? 

• What percentage of late and prepayment penalty fees are being collected?

• Can you measure customer profitability? How do you use this information in 

your service, pricing and targeting decisions? 

• Does your vendor management include cash flow performance?  

Assessing Your Ability to Maximize Value
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1. Maximizing Value

2. Cost and Capacity Management

3. Regulatory Compliance

4. Default and Repurchase Management

5. Understanding Customer Value

6. Customer Retention
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Why is it important?

• Servicing is a low margin business 

• Excess or too little capacity can adversely impact profitability and 

customer retention

• Some servicing initiatives that focus on cost improvement and/or

customer service could in fact be damaging the cash flow 

economics to the business

• Ability to understand cost components – fixed vs. variable, and 

marginal costs is required in order to make sound strategic 

decisions

• Improved acquisition and pricing decisions as a result of having

detailed cost information – i.e. channel, product, etc. 

Effective Cost and Capacity Management
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What is your capacity?

• Cost / Impact of excess capacity

• What right capacity - balancing capacity and profitability. 

Outsourcing / Insourcing

• When does it make sense?

- Non-core process – typically back-office functions

- Non-preferred customers 

• Strategies to mitigate risk 

- Rigorous vendor management process and controls 

- 404 compliance issues

- Regulation AB compliance

Sub-servicing

• When is it advantageous to outsource servicing?  

Strategies to Manage Capacity
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Failure to understand the true 
economics can adversely impact the 
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Historical approach within the industry has been blanket cost reductions.  
This approach can be detrimental in the long run as it can adversely 
impact customer service activities and revenue generating areas by 
failing to identify the true drivers of cost within an organization. 

Leading companies are moving away from this approach and are taking a 
strategic approach to cost reduction that considers:

• Activity based unit costs to support multi-dimensional profitability analysis

• Cost composition – fixed vs. variable costs.  A cost reduction strategy that 
targets areas with high levels of fixed costs will not yield desired short term 
results.

• Understand channel costs and correctly align customers with appropriate 

channels (requires segmentation).

Managing Costs Effectively
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Today, leading financial companies are developing activity based costs 

to support advanced multi-dimensional profitability reporting systems.  

Understanding true economic cost relationships and limiting the use of 

simple allocations is essential.
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• Cost driver analytics – a detailed understanding of cost drivers is 
imperative to making correct decisions. If a company does not 
understand its cost drivers it cannot effectively control or manage them.  

• Shared Services – use of shared services especially for those 

companies who are part of a broader financial institution. Typical areas 

include: Finance, HR, Technology, Customer Service, etc. 

• Cost Transfers – allocating cost amongst business units based on 

agreed upon approach i.e. market price, internal benchmark.  Objective 

is to influence consumption behavior, however, to be done effectively it 

requires a very transparent cost development and transfer process. 

• Identify value added vs. non-value added activities and target the high 

cost / low value activities for reengineering or possible outsourcing.

• Strategic use of outsourcing including off shore opportunities. 

Managing Costs Effectively
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1. Maximizing Value

2. Cost and Capacity Management

3. Regulatory Compliance

4. Default and Repurchase Management

5. Understanding Customer Value

6. Customer Retention
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Regulation AB vs. The Mortgage Bankers Association 

Universal Servicing Attestation Program (USAP)

What will change?

• Servicing criteria in Section 1122:

• Creates additional and more extensive criteria

• Relates to servicing of all ABS, not just Residential Mortgage Backed 
Securities

• Affects significantly more parties

• Transaction oriented with a “Platform” level assessment.

• Places significant emphasis on servicers’ asset management 
responsibilities

• Requires review and testing of the periodic cash flow calculations and 
distributions 

Regulatory Compliance
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Interagency Guidance on Nontraditional Mortgage Products

• Issued in response to rapid increase in non-traditional mortgage 
products

• Greater concern related to risk associated with lack of principal 
amortization and even negative amortization

• The guidance covers several areas related to interest-only and 
payment option ARM mortgage loans, including: 

- Credit qualification and underwriting standards 

- Risk layering 

- Use of third party originators 

- Consumer disclosures

- Portfolio risk management practices 

- Management reporting and monitoring 

- Over 20 states have also published guidelines 

Regulatory Compliance
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Customer Privacy

• Protecting and securing customer information

• Appropriate use of customer information

• Customer disclosures

• Recent public breaches of customer information have further 
highlighted the need to ensure appropriate controls and 
safeguards are in place for customer information

Regulatory Compliance
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Other Considerations

• On-going compliance with RESPA 

- Default servicing

• FNMA Trust Agreements

- Impact on loan modifications 

• 404 Compliance

Regulatory Compliance
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1. Delivering Value

2. Cost and Capacity Management

3. Regulatory Compliance

4. Default and Repurchase Management

5. Understanding Customer Value

6. Customer Retention
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• Impact of home price appreciation and default rates on financial
exposures

• Impacts of changing portfolio characteristics
- Option arm performance (negatively amortizing portfolio)
- Loss mitigation strategies
- Detailed and robust modeling capabilities 
- Understand customers with highest risk of default and have a very 

effective loss mitigation strategy in place

• Understanding losses (controllable vs. non-controllable)

• Customer reputation risk – perception that servicers are not 
interested in seeing customers keep their homes

• Risk based collection strategies 

• Impact of HE lending on short sale opportunities

Default
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• Increased repurchase activity leaving many unprepared for the 
financial impact of loan quality issues resonating from prior 
origination vintages.

• Average loss rates on the rise

• Appeal success rates are dropping

• Analysis of loss rates

• Centralized ownership a key consideration

• Reliance on investor accounting as the last check and balance to
authorizing buy back

• Forecasting methodologies remain challenging

Repurchases
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Key metrics can include:

• Collection rates

• Aging analysis (files, advances)

• % of successful appeals

• Overall loss amounts and potential exposure

• Delinquency analysis of indemnification and feedback loans

• Repurchase and make-whole losses by year of origination and 
reason for repurchase

• Actual vs. modeled assumption analysis

• Root cause analysis 

Repurchase Best Practices – Management Reporting
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1. Delivering Value

2. Cost and Capacity Management

3. Regulatory Compliance

4. Default and Repurchase Management

5. Understanding Customer Value

6. Customer Retention
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• Accountability for customer value / relationship generally not 
identified

• Limited knowledge of customer behavior / opportunity leading to 
increased analysis and segmentation of cash flows (mortgage 
behind many other industries in this respect)

• Trade off between efficiency and service – has the pendulum swung 
to far?

• Legacy systems and processes – justifying the investment is 
sometime difficult

• Emergence of Customer Lifetime Value and Loyalty measurements

• Understanding customer product and service needs is critical in 
acquiring, retaining and cross-selling profitable relationships.

• Benefits of a customer strategy

Understanding Customer Value
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• Segmentation analysis

• Customer & channel profitability 
analysis

• Customer data management

• Voice of the customer

• Customer analytics and predictive 
modeling

• Customer & channel  touch point 
process integration & workflow 
improvement

• Customer contact effectiveness (call 
center, service, repair, etc.) 

• Customer retention and win-back 
improvement 

• Account management and sales 
effectiveness 

• Outsourcing and third party 
management      

• Sales and pricing analysis, demand 
planning and forecasting

• Revenue assurance and billing 
integrity 

• Customer lifetime value management

• Customer reporting and scorecards 

• Go to market effectiveness

• Contract management

• IT effectiveness

• Customer data privacy and security 

• Governance, compliance and risk 
management

• CRM value assessment

• Benchmarking and best practices

• Portfolio and program management 

• Organization structure and design

• Cultural and behavioral change 
management

• Stakeholder and change communication

• Capabilities and training

• Reward and performance management 
alignment 

• Knowledge management

Enhancing Customer Value 
Framework

Organization 
Change and 
Accountability

Understanding Customer Value
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• Measuring lifetime value is still relatively new in the mortgage banking 
industry.

• There are two different ways in which you can see a new customer:
- Isolated one-time transactions 

- The beginning of a long-term relationship

• The customers will keep generating value as long as they keep doing 
business with the organization.

Only by quantifying the expected value of that long-term 
relationship will you be able to justify additional investments 

in customer service and retention!

Understanding Customer Lifetime Value
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Example. For illustrative 
purposes only

A loan has a finite value 
whereas a relationship can 
have infinite value. 

Loan Focus

Customer Focus

Understanding Customer Value
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1. Delivering Value

2. Cost and Capacity Management

3. Regulatory Compliance

4. Default and Repurchase Management

5. Understanding Customer Value

6. Customer Retention
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• Demographics:
• Population: 32 million
• Outstanding mortgages almost $700 billion
• Two official languages:  English and French

• Well established, stable banking system:
• Technologically advanced payment system
• 6 major banks control 75% of the mortgage market

• Mortgage products:
• 5 year term most common product with 25 year amortization
• 5 year product accounts for 80% of our market

Canadian Mortgage Market
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• Demographics:
• Population: 32 million
• Outstanding mortgages almost $700 billion
• Two official languages:  English and French

• Well established, stable banking system:
• Technologically advanced payment system
• 6 major banks control 75% of the mortgage market

• Mortgage products:
• 5 year term most common product with 25 year amortization
• 5 year product accounts for 80% of our market

Canadian Mortgage Market

82% Renewal retention
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• Customer Service

• “Benevolent Entanglement”

• Targeted Marketing

• Customer Service

Customer Retention
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• Customer Survey 

• Empowered Call centre

• Welcome call and package

• Renewal letters

• MCAP @ Home

• Annual Statements

• Results linked to compensation

Customer Service 

Customer Retention
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Top 7 service-related attributes of importance to 
the customer when they speak to a specialist:

• They explain things clearly

• They provide the information I need about my current   
mortgage

• I am treated with courtesy

• The quality of service is consistently high

• If I have a complaint, it is resolved quickly

• When I make a request they react quickly

• They know their products and services thoroughly 

Customer Retention – Customer Service

Customer Survey 
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Customer Retention – Customer Service
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Customer Retention – Customer Service

Explanation Zone



Top Servicing Strategies for 2007

MBA Servicing Conference 2007 43

Customer Retention – Customer Service

Financial Zone
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Customer Retention – Customer Service

Contact Us Zone
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Customer Retention – Customer Service

Offer Zone
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Customer Retention – Customer Service
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•Deepen the customer’s relationship

-Life Insurance and critical illness

-Home Warranty

-Credit card

-Home Ownership Experience

• Innovative Products 

• Self service options

Customer Retention – Benevolent Entanglement

Benevolent Entanglement 
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• Strategic alliance with Home Depot

-10% discount up to $300 first time used

-Ongoing promotional offers/discounts

• Use your World Points to pay down your 
mortgage

Customer Retention – Benevolent Entanglement

MCAP (Homeowners) Credit card 
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Customer Retention – Benevolent Entanglement

Innovative products that combine a mortgage with a credit 
card, loan or other account
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• Customer Segmentation

- Not all customers are the same

- Understand their needs

- Understand which ones are profitable

- Differentiated offers/Product bundling

Customer Retention – Targeted Marketing

Targeted Marketing 



Top Servicing Strategies for 2007

MBA Servicing Conference 2007 51

• Develop a Customer Centric Retention 
Strategy   

• Understand and Anticipate your 
customer’s needs

• View the entire customer 
relationship

• Focus on Customer Service

Customer Retention – Summary
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Thank You

? Questions ?
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