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S everal recent changes in mortgage loan servicing regulations, 
government assistance programs and various technology have created 
an environment of uncertainty about the future of loan servicing. In 

order to contemplate what is on the horizon, we must first think about the 
events that have formed this current landscape. 

By Joe Dombrowski and Monica Orluk

As mortgage servicing takes on more significance, servicers have to be 
prepared for future trends.
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Over the last decade, several trends 
have driven the re-shaping of the financial 
services industry. These include: 

>>Customer behavior shifts due to 
the proliferation of using the Internet and 
mobile devices 

>>Consumer protection legislation 
that has resulted from the financial crisis

>>Banking industry consolidation due 
to mergers, acquisitions and failures

>>Globalization that has forged a 
single, 24x7 worldwide economy

>>Technology advances that have 
enabled financial institutions to implement 
customer-centric business models

These trends have been evolving and 
gathering to a critical mass over the last 
several years. They have had a sweeping, 
and in many cases, permanent effect on 
the world at large, the United States, your 
financial institution and your home. Let’s 
take a look into how these trends uniquely 
impact loan servicing and how lenders 
can respond. 

In 2005, it looked as if the top three 
mega-servicers would control more than 
60% of all mortgage loans in perpetuity. 
That level of servicing concentration was 
fueled by the economics of servicing 
rights and the seemingly endless supply 
of new loans (and their attendant fees) on 
which these financial institutions could 

profit. Economy of scale certainly played 
into the equation since FAS125 changed 
how servicing was viewed from an 
accounting standpoint and made servicing 
operations more sensitive to interest rate 
fluctuations and prepayment speed. Per-
loan profits were squeezed, giving an 
advantage to the very large organizations. 
These factors influenced the decision for 
some institutions to reduce or eliminate 
mortgage servicing altogether. 

Although the subprime meltdown 
caused a shift in the organizations 
holding the largest portfolios, the largest 

concentration of accounts is still held by 
the top 10 servicers.

Recently, however, we’ve started to see 
some additional erosion in servicing share 
by the major players and an increase in 
the number of specialized, niche servicers 
along with some companies deciding to 
take servicing back in-house. The decision 
to reinstate in-house servicing is typically 
driven by the spread between market and 
economic value of servicing rights. It 
stands to reason that the growth of mega-
servicers and the subsequent rise of special 
and niche servicers is a predictable cycle 
that corresponds to interest rate changes.

We believe that the growth of niche 
servicing may well continue. Freddie 
Mac and Fannie Mae are contemplating 
the creation of different compensation 
plans for servicers of performing loans, 
and moving non-performing loans to spe-
cial servicers for a more hands-on touch. 
This would speed the de-concentration of 
servicing portfolios and create opportuni-
ty for special and niche servicers. Going 
forward, defining a specific specialty will 
be important for servicers to distinguish 
themselves and survive. The servicers 
that thrive will be expert users of technol-
ogy and tools that facilitate a more nimble 
approach to loan servicing. 

Servicers will certainly need to 

be nimble when it comes to product 
and process, but it doesn’t stop there. 
It is interesting to note that we have 
experienced more regulatory changes in 
loan servicing in the last 18 months than 
in the past 10 years combined. 

Changes in state licensing and exam 
requirements, the impact of HOEPA and 
new state/county/municipality laws that 
concern how servicers perform functions 
have rewritten the way servicing gets done. 
Consumer protection legislation, ranging 
from the Federal Dodd-Frank Act to those 
spawned by state and local jurisdictions 

will alter servicing practices to suit their 
constituents. Some of these will create 
challenges but others will be welcome 
changes in the business of loan servicing. 

In either case, the servicer will have to 
constantly review policy and procedure to 
ensure compliance at all levels. This will 
require systems that enable a servicer to 
create, alter and promote new compliance 
rules with speed and the assurance of 
auditable tracking.

Servicers who find they run afoul of 
simple requirements, such as prompt 
crediting of payments, will look for ser-
vicing systems that run in real-time with 
no cycle updating delays that prevent 
their ability to comply with given require-
ments. Additionally, servicers will need to 
add a new word to their lexicon: transpar-
ency. This term will become foundational 
to how servicers relate to regulators, bor-
rowers, investors and the government. 
Transparency is not only being able to 
provide insight into servicing processes 
and practices, but also means being able 
to pass along transactional data to those 
that request it, when they request it and in 
the format they request it. 

Reporting and explanation of the 
data will become the norm for servicers 
in all areas. Customer service personnel 
will be better trained (and better scripted) 
to explain fees, loan histories and rate 
changes. Collectors will become better at 
counseling borrowers toward sustainable 
payment/loss mitigation agreements. 
Investor reporting personnel will also be 
versed in technology that pushes data 
to investors instead of simply sending 
standard reports.

Looking back to the late 1990s, many 
companies were focused on getting 
through Y2K. At that time, some servicers 
began to realize that their systems were 
becoming outdated and were based on 
technology that was increasingly more 
difficult to maintain. But the influx of new 
loans and consolidation in the servicing 
industry since then suppressed system 
upgrade projects. 

As a result, the current technology 
landscape in financial services is littered 
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The future of servicing technology resides 
with multi-function, multi-product solutions.“

“



Delivering the industry’s  
most trusted online lending tools

LoanQuoter® delivers innovative web portal solutions to meet today’s “tech 
savvy” borrower expectations.  This dynamic solution provides customized 
product selection with mortgage and consumer applications along with a 
secure consumer portal for the delivery of two-way documentation.   

RemoteDocs® delivering critical lending information where and when you 
need it with full audit trails. Not only can the use of Data-Vision’s RemoteDocs 
secure electronic delivery reduce costs, but when applied to initial disclosures 
creates a better, more compliant process.  

Point, Click, Delivered. It’s just that simple.

Call us today!
(888) 925-8625
info@d-vision.com
www.d-vision.com

THE PATH TO E-LENDING

Data-Vision_Ad3.indd   1 9/17/10   1:48:24 PM



22      Tomorrow’s Mortgage Executive           

with redundant, inefficient, incompatible 
systems that are increasingly costly to 
maintain. The long-term result of this 
uncoordinated growth was a focus on 
vertically segregated products and a 
business lines approach to managing 
customers. 

Many institutions have grown ac-
customed to having one system for first 
lien mortgages, another system for sec-
ond liens, yet another for lines of credit 
secured by real estate, and possibly 
even a fourth system to accommodate 
other consumer installment products. In 
such a stratified operating environment 
you may also find deployment of sepa-
rate systems to help manage collections 
and investor accounting in an attempt 
to bring cohesion to disparate servicing 
systems. 

As components age and software 
is upgraded, the entire construction of 
systems and interfaces is jeopardized. 
Cost and risk pressures prevent some 
institutions from installing updates that 
are critical to their business. This results in 
institutions buying even more stand-alone 
software to address their needs, in some 
cases forgoing development of interfaces 
to accelerate installation and go-live. Some 
institutions even outright abandon their 
existing technology and resort to using 
spreadsheets and homegrown software 
applications. The risk can be incalculable.

Servicers have recently been inundated 
with point solutions that address a small 
portion of the servicing process, such 
as loss mitigation workout analysis or 
default billing. Providers of these single-
function solutions are often unable to 
sustain themselves, leaving users at risk 
of winding up without support or with 
the daunting task of integrating systems 

and cobbling together data and reports 
to understand its servicing operation and 
customers.

The future of servicing technology 
resides with multi-function, multi-product 
solutions. The new servicing systems (or 
renewed existing platforms) will be used 
to service all loan and line products, both 
secured by collateral or unsecured. To 
keep operations nimble, these solutions 
will have embedded product definition 
and system controls in place to empower 
servicers. They will also be browser-based 
to speed training and real-time to ensure 
immediate awareness of transactions 
across the enterprise. 

Real-time information sharing and the 
Internet are changing the habits of borrow-
ers. A growing number of consumers are 
embracing a different approach to technol-
ogy and their finances. Today’s consumer 
is more conservative, wants more access 
to information and wants to access that 
information anytime and anywhere. While 
many servicers today are preoccupied with 
defaulting borrowers, servicers will need 
to regain focus on the performing borrower 
as a potential revenue booster and anchor 
for expanded services. The servicers of the 
future will need to change their approach to 
a more customer-centric one and encour-
age each borrower to view their lender as 
a partner in their financial success. No lon-

ger will a one-size-fits-all approach work. 
>>For younger borrowers, financial 

transactions are more technology-driven. 
College students transfer money between 
accounts using iPhones, and rarely if ever, 
visit a branch office. Recent grads have 
unique financing needs and choose their 
loans based on cost, convenience and 
often prefer non-traditional products. 

>>The middle-aged, two-income 
household may be more inclined to 
follow traditional financing options, but 
are demanding more control and access to 
information relative to their accounts and 
the ability to manage their finances. 

>>And, for borrowers experiencing 
financial hardship, financial institutions 
are more likely to get a response – and 
continue the discussion – by using an 
electronic e-mail, automated two-way 
messaging or an interactive website.  

Additionally, social media is playing 
an increasing role in how a servicer 
interacts with borrowers across the 
board. Armed with a map for the future 
of loan servicing it is possible to meet 
the challenges head-on. To be successful, 
an institution must embrace the changes 
in consumer behavior, in technology 
and in the regulation and economics 
of servicing. It is often said that we are 
doomed to repeat mistakes. Now is the 
time to consider the events of the past few 
years and strategically make adjustments 
that will increase your chance of not only 
survival, but success in the new world 
of loan servicing. The most successful 
loan servicers will partner with their 
technology providers so their operations 
can more nimbly address regulatory 
changes and provide the transparency and 
tailored service consumers demand. ❖
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