
Are You Cutting Corners?

Unprecedented levels of default  
coupled with extraordinary call volumes  
have stressed servicing operations and  
their responsiveness.

Your Voice - BY Bill Garland

A New Servicing Paradigm 

I hear people say, “Now that I have achieved the visibility I always sought, I need to work on the qual-
ity of that visibility.” These are the words of a lending executive who had just been ousted from his 
position of division president due to heavy losses in his unit. Mortgage servicing, long an unnoticed 

back office processing operation, finds itself in a similar situation. News reports of poor service and 
non-compliance with government modification programs and servicing contracts appear to be headed 
to the judicial system for adjudication. There are many contributing factors to the dire situation in which 
serviciers find themselves.

The single largest issue seems to be in managing capacity. We have seen a steady decline in ac-
counts per employee (APE); an industry metric long used to highlight cost and efficiency. Unprec-
edented levels of default coupled with extraordinary call volumes have stressed servicing operations 
and their responsiveness to borrower needs. Poor performance in executing modifications generally 
is a result of inadequate document management systems that contributes to lost files and frequent re-
submissions of supporting documents. Follow-up procedures and tracking systems have not kept up 

with demand with numerous transactions “falling 
through the cracks”. While telephony technology 
has improved greatly over the years and deploy-
ment has been reutilized in the industry, manag-
ing coverage and performance metrics (eg., time to 
answer, abandonment rate, right party contact etc.) 
continues to deteriorate. 

Industry consolidation over the last few years 
has also been a factor in where we find ourselves 

today. Today’s “mega” servicers are a result of bank failures and other market factors stressing the 
residential mortgage industry. Many servicers find themselves using yesterday’s methods to manage 
geographically dispersed operations on disparate systems lacking effective integration.

Capacity costs money. Servicing costs have risen significantly due primarily to the higher costs of 
servicing defaulted loans. The costs are driven by lower APE’s in default management, higher costs of 
talented loss mitigators, and capital deployment to cover increasing servicing advances. While portfolio 
performance is expected to continue to deteriorate, we are seeing a decline in the talent pool of resources.

Fresh ideas are required to counteract these issues. To provide capacity and manage costs, firms 
need to look at where they can “add value” by outsourcing non-strategic operations; processes like 
investor reporting, escrow analysis, ARM analysis and accounting reconciliation activities. The costs 
of these commodities, non-borrower contact activities can further be controlled by offshoring. Merely 
transitioning these costs from a fixed cost model to a variable cost outsourced model deploying transpar-
ent service level agreements would seem to enable management to focus on more impactful portfolio 
performance operations such as loss mitigation and REO resolution. Even here, there is an opportunity 
to design a customized outsourced solution for a client to increase capacity and improve borrower re-
sponsiveness and outreach activities. ❖
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