
W e’ve all read the story of the “Ugly Duckling,” 
ostracized by its duckling peers for its looks, 
only to one day turn into a beautiful white 

Swan. There have been all kinds of stories of underdogs that 
blossomed into a hero or heroine because of talents that were 
not evident on the surface.

Not long ago, servicing departments were often considered 
the ugly ducklings when it came time 
to invest in modern technology and 
new systems. Originations flourished, which required new loan 
origination software systems and methods to move loans faster 
through their pipelines.

Now, with loan compliance oversight at an all-time high and 
auditors pressuring servicers for loan file perfection, servicers 
are no longer considered ugly ducklings. They have become 
more like ugly ducklings waiting to flourish into majestic white 
swans—but they’re not there yet. Regulatory demands are 
turning servicing into an expensive proposition. 

By Fred Melgaard

Not long ago, servicing departments were the 
ugly ducklings, but with technology they can 
now become that beautiful white swan.

wanSThe Year of The
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Rampant foreclosures, while declin-
ing recently, are far from ending. Unem-
ployment still remains high, and servicers 
face more borrowers with high delin-
quency rates, potential foreclosures, loan 
modifications, short sales and possible 
bankruptcies. That’s not to mention the 
responsibilities servicers have for those 
“mundane” tasks they carried out before 
the housing crisis.

It means that this year servicing shops 
will need to display greater efficiencies and 
improved workflow processes. Servicers 
will require greater investment in modern 
technology, once mostly reserved for 
the origination departments, to maintain 
higher standards of efficiencies.

It was not as if the ugly duckling had 
to work at becoming a beautiful white 
swan. It was nature taking its course 
to the surprise of the other ducklings. 
Not the case with servicers, given their 
prominent role in today’s mortgage 
industry. Servicing shops will need to 
exert significant effort to stay viable and 
improve delinquent loans that are time 

consuming and expensive to administer.
So what are the major challenges that 

technology must meet in 2012 in order to 
make the servicer efficient? Here are my 
six top picks:

#1: Compliance: This year will require 
investment in modern technology but 
only in the way that today’s investment 
in modern systems turns into future gains. 
The high cost of non-compliance will be 
far greater than the price paid for a well-
run, efficient servicing shop.

This year, it is not just a matter of 
doing the right thing but of proving you 
did the right thing for the right reasons—
effortlessly. Compliance needs to be an 
integral part of the system, and modern 
technology will help achieve this goal.

Auditors who ask “what, when and 
why” on loans will be hard-pressed to 
question the right documentation--solid 
evidence that a loan is in compliance. 
Documentation will also decipher any 
problems along the line and find out which 
ugly ducklings are swimming among the 
swans in the portfolio.

#2: Workflow: A strong default work-
flow process can support a customizable 
site with a rules-based system to respond 
to market conditions, regulatory chang-
es, investors and auditors. This is a built-
in system that would automatically im-
prove accuracy with sufficient response 
times, ease of contact for borrowers, and 
other requirements not yet required by 
regulators. 

But servicers will truly begin to 
flourish through their workflow, which 
insures that all prescribed tasks are being 
completed and accomplished on time 
or, at very least, immediately brought to 
management’s attention. Workflow helps 
staff follow prescribed processes and a 
good system will document that workflow 

for auditors on demand.
Built-in workflow reporting takes 

transparency to a new level—from just 
a word into the real, true meaning of the 
word.  When investors, regulators, auditors 
and other stakeholders can see the tangible 
workflow steps that are followed in every 
situation, there are far fewer questions 
that lead to being written up.

#3: Data Accuracy: Reentering infor-
mation into other systems needs to be-
come a thing of the past this year. Tech-
nologies available now enable servicers 
to receive and exchange information 
with minimal data reentry, regardless of 
the source.

#4: Data Accessibility: Also, an open 
database should be a prerequisite for a 

servicing shop to flourish. Even if the 
open database is hosted, servicers will 
still need unparalleled access to their data 
for analyzing information and ensuring 
compliance.

#5: Scorecards: Scorecards on every 
entity--employees, vendors and vendor 
staffs, if possible—add to this transparency. 
Servicers can use scorecards to monitor 
every task and every queue. Real-time 
queue reports and scores can find bottle 
necks and easily determine who or what 
is slowing up the process. A minimum 
number of systems can support this level 
of coordination and transparency.

#6: Dashboards: Dashboards can be 
used over the scorecards and drill down 
to detail. With servicers required to 
monitor all outsourcers, dashboards can 
provide an early warning system to find 
one that suddenly dropped the ball on a 
required task.  Specifically, dashboards 
can focus on due dates for valuations, 
inspections, title, attorney activities 
and other items necessary in servicing 
distressed loans. The list goes on and 
on. Dashboards shorten the time needed 
to locate the “pig in the python” that is 
holding up the rest of the group from 
accomplishing their tasks. 

When it comes to vendors and 
needed services, it is sometimes hard to 
tell the difference at first. Dashboards 
can help resolve resource deployment 
issues—utilizing the right people in 
their proper places.  

An entire flock of issues faced 
servicers last year and there will probably 
be a similar number of challenges on the 
horizon for 2012. Dodd-Frank is still 
simmering in the implementation phase, 
with a number of requirements and laws 
that have not yet been created. It is not 
likely they will be created to make life 
easier for servicers, lenders or investors. 
Things like single point of contact, 
complete and unfaltering accuracy in 
reporting and thorough transparency in 
everything from workflow to foreclosure 
documentation are things to be expected 
this year.

The trick for servicers will be in 
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Servicers will require greater investment in 
modern technology, once mostly reserved for 
the origination departments, to maintain higher 
standards of efficiencies.
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finding the most economical and effective 
ways to deal with all that lies ahead, and 
recognize that much of the answer lies 
in technology that is currently available. 
As always, taking advantage of the latest 
and greatest technology requires that 
which the industry has historically been 
reluctant to embrace: investment in loan 
servicing apart from adding bodies to 
the equation.

Reporting is a prime example of how 
the right technology can make life much 
less ugly for servicers and investors. With 
immediacy and the ability to drill down 
using dashboards, scorecards and other 
tools, information is available as never 
before, allowing trends to be spotted 
without using human resources that are 
better deployed elsewhere. Problems 
can be addressed more directly and 

expediently, with systems revealing 
issues that might otherwise never have 
been surfaced.

2012 will be a telling year for many 
in the mortgage industry, particularly 
as to whether their business models 
are sustainable.  Wholesale and 
correspondent lending are on the bubble, 
with the major players exiting, and 
other aspects of the lending space have 

a rocky road ahead. In servicing, the 
stage is nicely set for those who seek and 
implement solutions that will assist them 
to become more efficient, more prompt, 
more precise and more compliant.  

These are the companies that will shed 
the ugly duckling stereotype by taking 
the steps necessary to bring mortgage 
servicing to the next level. This might 
well be the year of the swan. ❖
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