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In an environment where mortgage delinquency rates are decreasing, the focus has 
shifted from managing crisis default levels to operational cost control and continued 
regulatory adherence. With mortgage servicers facing immense bottom line pressure, 
servicing fees and advances have been identified by several major organizations as a 
significant area of risk where operational effectiveness can have a direct impact to 
profitability. This has prompted some servicers to invest in their servicing advance 
processes with the objective of reducing future, unnecessary losses, and repairing 
underperforming or broken processes. These efforts have identified incorrect application 
of fees, significantly aged servicing advances, unnecessary losses, and value seepage, 
while remediation efforts have resulted in sizeable and immediate P&L impact and 
provided more stable platforms going forward. Due to the meaningful impact that these 
servicers have realized by addressing servicing fee issues, this area should be near the top 
of every servicing executive’s priorities. 

Where do things go wrong? 
Due to the pervasiveness of servicing fees and advances throughout mortgage servicing 
operations (invoice processing, loan administration, investor reporting, loss mitigation, 
claims, and finance), the causes of risk, losses and P&L opportunities are not always easily 
identifiable. This ‘blind spot’ can lead to unnecessary losses and unmitigated operational 
risk. Leaders should endeavor to develop transparency into controllable servicing advance 
losses so they can be effectively addressed. In addition to the significant impact servicing 
advance losses can have on an organization’s profitability, operational and reporting 
issues can result in ineffective reserve methodologies that can impact financial 
statements. These issues primarily exist because servicing fees/advances are: 

 Low dollar, high volume transactions with limited control checks  

 Touched by multiple departments causing lack of data integrity and ownership 

 Governed by complex and evolving judicial, legislative, regulatory and investor 
requirements that define prohibitions on borrower assessment and reimbursement 

 Reimbursed via complex claim processes with significant manual interactions 

 Impacted by data quality issues that are often exacerbated by servicing transfers 
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Below is an overview of a typical servicing fee/advance process and some of the operational and financial issues 
encountered by servicers at key stages: 

 

 

While creating an infrastructure to effectively manage servicing 
fees and advances may seem like a monumental task, the value 
realized from a controlled environment and financially 
optimized processes will outweigh the efforts. Bringing more 
management focus into the servicing fee “blind spots” can have 
immediate results via reduced regulatory risk, lower advance 
balances, improved controls and reduced losses.  

  

Payment of expenses that exceed contractually allowed 
amounts or are invoiced outside of Service Level Agreement

Inaccurate vendor coding 
of expenses

Assessment of advances to borrowers/investors  that are 
prohibited by state statutes and investor guidelines

Losses due to ineffective claims 
management

Inadequate loss analysis that fails to identify 
root cause and prevent repeat mistakes

Losses due to incomplete mod 
capitalizations or pay-off statements

Incorrect coding leads to errors in 
reserve calculation

Lack of functional servicing advance reporting 
inhibits senior leadership from fully understanding 
financial performance and operational risk and may 
reduce the ability of the business to address 
underperforming or broken advance practices

Capitalization of advances with no 
possibility of recovery
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Servicers should consider challenges in the following areas to identify common sources of 
unnecessary losses and risk: 

Area Operational challenges and unnecessary losses 

Disbursement/ 
invoice 
processing 

• Capitalization of advances with no possibility of recovery 
• Missed recovery opportunities because servicing fees were paid 

outside of the corporate advance infrastructure (multiple payment 
processes) 

• Payment of servicing fees that exceed contractually allowed amounts 
or are invoiced outside of Service Level Agreements 

• Assessment of fees/advances to borrowers that are prohibited by state 
statutes (i.e., incorrect classification of advances as borrower or 3rd 
party recoverable) 

• Incorrect advance coding that leads to errors in recovery, claims and 
reserve calculations 

Loan 
administration 

• Losses due to incomplete loss mitigation underwriting, pay-off quotes 
or mortgage servicing rights (“MSR”) transfer records 

Investor 
reporting 

• Unnecessary principal & interest (P&I) advances, or delayed recovery, 
due to ineffective custodial account management or investor reporting 

• Opportunity cost of advancing pass-through interest to the GNMA 
investor vs. funding the early pool buy-out 

Investor/insurer 
claims 

• Losses due to ineffective claims management 
• Losses due to non-recoverable advances acquired in a MSR transfer  
• Inadequate loss analysis that fails to identify root cause and prevent 

repeat mistakes 

Governance • Unclear servicing fee/advance transaction policies that result in 
inaccurate or unusable records 

• Weak policies & procedures that result in incorrect disbursement 
transactions, reclassifications, and/or write-off transactions 

• Ineffective monitoring and reporting that lead to unidentified, but 
avoidable loss scenarios, aged non-recoverable balances, etc. 

Finance • Inadequate reserve for uncollectable advances  
• Incomplete or incorrect financial reporting due to advance coding 

issues 
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Due to the complexity and volume of servicing fee disbursements, servicers have 
struggled to appropriately control for risks that may result in unnecessary losses and 
incorrect assessment of fees to borrowers. Prior to the servicing fee disbursement, 
servicers have the opportunity to mitigate the risk of non-reimbursable advances by 
having strong controls around ordering non-reimbursable products/services. At the point 
of disbursement, servicers should have controls for the appropriateness and collectability 
of advances, compliance with regulatory, investor and insurer guidelines, and oversight 
into the vendor invoicing process. Ineffective disbursement processing controls and 
oversight may result in significant reputational risk and regulatory exposure.  

Certain states and counties have specific regulations around which fees and costs can be 
assessed to the borrower in various circumstances. Therefore, invoice processing 
decisions and the recoverability coding of expenses should consistently reflect these 
regulations. With the new Consumer Finance Protection Bureau (CFPB) requirement to 
disclose advances on the borrower’s statement, misclassifications to the borrower’s 
account are increasingly visible. 

Similarly, investors and insurers have specific guidelines on the type and amount of 
servicing expenses they will reimburse. These guidelines should be considered when 
processing invoices, as non-reimbursable servicing expenses should not be capitalized 
and retained on the organization’s balance sheet as a receivable. To mitigate this risk, the 
finance team should have robust financial oversight of servicing advances as well as an 
empirically informed reserve for non-recoverable balances. 

Due to the low dollar, high volume nature of servicing expenses, servicers generally have a 
systematic approach to processing and coding invoices. It is critical that servicers 
maintain strong controls and oversight over invoice processing, as payment and coding 
decisions not only drive the recoverability of advances but the source of recovery as well.  

Key areas of focus 

• Establish a systematic approach to processing invoices to mitigate the risks of 
regulatory non-compliance and unnecessary losses from non-reimbursable 
expenses 

• Establish an invoice processing oversight function that is responsible for 
mitigating the risk of inaccurate expense coding, monitoring vendor invoicing 
practices, and reviewing invoices 

• Perform root cause analysis on non-recoverable advances to identify process 
improvements to prevent reccurrence 

• Create and maintain vendor scorecards to monitor timely and accurate invoice 
submissions 

• Define, implement, and enforce corrective action plans when vendors are out of 
compliance with Service Level Agreements 

Unnecessary losses experienced from 
servicing advance disbursement 
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Recovering servicing advances continues to be a major challenge for servicers. This is 
primarily due to the manual nature of many processes and the increased focus from 
investors, insurers and regulators to ensure that servicers are accurately and 
appropriately recovering expenses. Losses stemming from these challenges can be 
significant, and in many cases avoidable, which means there is considerable value in 
improving processes and systems. Recoveries can occur at several different stages, 
including loss mitigation, investor/insurer claims, pay-offs, and servicing transfers. 

Loss mitigation  
Servicers have several non-foreclosure loss mitigation options that result in repayment of 
servicing advances. Loan modification allows the servicer to capitalize past due balances 
and is a key trigger for recovery of servicing advances from the investor of the loan (or 
insurer with the FHA partial claim). The modification underwriting process can be 
challenging, as the capitalized amount must follow strict investor guidelines and often 
relies on expense estimates from vendors. As such, servicers should consider performing a 
final assessment prior to the execution of the modification, as advances not included in 
the modification may result in a loss. After the modification is complete, servicers should 
perform a post modification “reconciliation” to ensure that the investor has reimbursed 
all recoverable balances, any underwriting errors have been addressed, and non-
recoverable advances have been written-off. 

In early stage delinquency, servicers often utilize repayment plans to recover past due 
payments. However, unless specifically calibrated, systems and processes can often 
exclude servicing advances from the repayment plan amount. Omitting them from the 
original repayment plan can, in effect, create a non-interest bearing loan that the 
borrower may not repay until pay-off.  

Key areas of focus 

• Establish controls to ensure modification underwriting and repayment plans 
include all eligible advance balances 

• Perform post-modification reconciliations to ensure accuracy of investor 
reimbursements and resolve residual balances 
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Investor/insurer claims  
Servicing advance reimbursement via investor/insurer claims is a highly complex process 
and many servicers often fail to optimize their recoveries. Evolving claim filing 
requirements and intensified scrutiny from investors has led to increased challenges in 
operational claim execution that has led to claim filing deficiencies and back-end losses. 
Additionally, certain servicers have publically disclosed claims related investigations or 
lawsuits for inappropriately charging investors/insurers for foreclosure expenses. 
Investors and insurers set specific guidelines for servicing advance reimbursement claims 
that define:  

 Allowable expenses 

 Limits on claimable amounts 

 Triggers and timing requirements for claim filing 

 Documentation and evidence supporting claimed amounts 

 Requirements for upstream loss mitigation actions 

The claim process and associated challenges can sometimes be the cause of loss, but most 
often the claims process is a conduit to identify and realize losses that result from 
deficiencies in upstream processes. The identification of root causes of these losses can 
provide valuable insight/visibility into issues occurring in operational areas such as 
invoice payment, foreclosure, bankruptcy, loan modification, etc. Strong loss analysis can 
also provide insight into loss mitigation and foreclosure issues, as the claims process also 
identifies losses on non-servicing advance items such as unpaid principal balance (UPB) 
and debenture interest shortfalls. Heightened scrutiny from HUD claim audits around the 
execution of loss mitigation actions, specifically short sales, has resulted in unexpected 
losses from non-compliance with HUD servicing guidelines.1 The emerging industry 
leading practice is to fully utilize claim curtailment/denial information via loss analysis to 
enhance upstream processes and stem future losses.  

  

                                                             
1 Emerging actions from the FHA in response to the Office of the Inspector General (OIG) report on 
the FHA’s pre-foreclosure sale program (HUD OIG Report 2013-LA-0002) released on September 
5, 2013 
 



Unnecessary losses stemming from advance recovery efforts  

 

Servicing fees and advances | “Show me the money” 7  

Key areas of focus 

• Use exception reporting to identify cases at risk of exceeding timeframes for 
claims 

• Establish pre-filing quality control (QC) processes to improve quality of filed 
claims to improve acceptance rate and reduce guarantor scrutiny 

• Create transparency over curtailed and rejected claim amounts and volumes 

• Identify operational issues with claims, servicing, and default operations through 
effective loss analysis and remediation plans 

• Establish robust controls and oversight over upstream processes, such as loss 
mitigation operations, to mitigate the risk of rejected claims due to failures to 
adhere to servicing guidelines 

• Evaluate whether claims should be filed or if there is a risk of potential losses 
under the false claims act 

 
Pay-offs and reinstatements 
It is important for a servicer to have a well-managed process to create pay-off and 
reinstatement quotes, as trailing invoices and imprecise estimates on vendor 
fees/expenses at pay-off can result in non-recoverable advances. Once a loan is paid-off or 
reinstated, servicers do not typically have the ability to recover any residual balances. 

Key areas of focus 

• Establish controls to ensure inclusion of all borrower recoverable balances in 
pay-off and reinstatement quotes 
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Servicing transfers 
Servicers that are transferring MSRs should also be cognizant of the accuracy and 
completeness of the servicing advance records to mitigate post-transfer recourse risk. 
Servicers should be reimbursed for all recoverable advances during an MSR transfer. 
Trailing invoices received after the transfer should be forwarded to the new servicer and 
stops should be applied, as post transfer payments made by the transferor may result in 
non-recoverable balances. 

Even with all the servicing transfer activity in the mortgage industry over the last few 
years, servicers are continuing to struggle to understand the collectability of acquired 
servicing advances. Incorrect, or even inconsistent, recoverability coding and/or 
insufficient supporting data/documentation from the transferor can create significant 
financial exposure for both parties. Errors made by the previous servicer will surface 
during the claim process and likely result in curtailed or denied reimbursements. 
Depending on the recourse arrangements negotiated as a part of the transaction this risk 
could fall to either party. Additionally, incorrect coding by the transferor can introduce 
regulatory exposure in the assessment of advances to borrowers and errors in the 
financial statements due to the capitalization of non-recoverable advances. It is important 
that transferees develop a process to assess the collectability of advances at transfer, 
identify claim losses attributable to a transferor’s actions and negotiate appropriate 
representations & warranties to recover losses. Additionally, recent CFPB guidance has 
stressed the importance of data quality and effective data transfers during a servicing 
transfer.2 

Key areas of focus 

• Perform an assessment of the recoverability of acquired advances to reduce the 
risk of non-collection from investor/insurer claims 

• Build look back and ongoing processes to identify claim losses attributable to a 
transferor’s actions and execute representations & warranties to recover losses 

• Establish a process to assess the collectability of advances when performing due-
diligence on future transfers 

• Negotiate appropriate recourse arrangements as a part of the transaction 

  

                                                             
2 Compliance Bulletin and Policy Guidance: Mortgage Servicing Transfers (CFPB Bulletin 2014-01) 
released on August 19, 2014 
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Investor reporting  

Investor Reporting’s primary responsibility of managing investor custodial accounts 
means that their processes have a direct impact on disbursement and recovery of P&I 
advances, recovery of advances from private label security trustees, and execution of 
GNMA early pool buy-outs.  

Loans in private label securities (“PLS”) often have an option to stop advancing when the 
REO sale value is anticipated to be insufficient to pay-off the mortgage balance plus 
outstanding servicing advances. The stop advance calculation can be complicated; 
however, the value provided by reducing the advance funding obligation can be 
significant. 

Investor Reporting also has a substantial impact on the costs incurred by servicers to 
advance interest to GNMA investors after a loan has defaulted. Servicers have the option 
to execute an early pool buy-out from the GNMA pool when the loan has gone 90+ days 
past due. Servicers should consider the opportunity cost of advancing interest to the 
GNMA investor through foreclosure (at the pass-through rate) against the cost of funding 
the early pool buy-out. Additionally, servicers can be invited to participate in FHA’s single 
family loan sale (“SFLS”) program, which provides servicers with the opportunity to sell 
eligible, delinquent loans directly to FHA instead of servicing the loan through to 
conveyance and claim. 

Key areas of focus 

• Establish a supportable and well-controlled stop advance process to 
appropriately control funding requirements  

• Assess the opportunity costs associated with executing a GNMA early pool buy-
out program 

• Assess the value of participating in FHA’s SFLS program 
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Effective oversight of vendors is an important component in mitigating unnecessary 
losses from servicing fees and advances. Timely receipt of invoices is critical and may 
impact recoverability, especially in scenarios where the invoice is received after key 
events, such as modification, pay-off, claim, etc. Often servicers utilize estimates from 
vendors for these key events; therefore, losses can arise when the vendor’s quote does not 
align with the final invoice. Unless servicers have strong preventive controls to reconcile 
and investigate these variances, losses may be incurred when they are only able to recover 
the vendor’s estimated amount.  

Effective monitoring of vendors against clearly defined Service Level Agreements should 
be introduced in order to measure and hold vendors accountable for their performance. 
Due to the potential performance issues, it is important that servicers qualify primary and 
secondary vendors.  

Key areas of focus 

• Establish vendor Service Level Agreements and a vendor management team to 
hold vendors accountable for appropriate performance including invoicing 
practices 

• Establish processes to decline or recover expenses when inappropriately charged 
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Servicing fees and advances are impacted by a significant number of servicing areas, 
which can lead to poor hand-offs, ambiguous ownership, a lack of understanding of cross-
functional impacts, and ultimately lead to unnecessary losses to the organization. Due to 
the challenges of these fragmented processes, servicers should establish a centralized 
governance team that has oversight over the end-to-end servicing fee and advance 
processes. Enhanced governance and oversight can lead to increased collectability of 
advances, improved customer outcomes and reduced regulatory risk. Additionally, the 
governance team can play a critical role to ensure accuracy of data and records. 

Key areas of focus 

• Establish a governance function (central point of contact/accountability) to 
monitor the effectiveness of end-to-end processes impacting servicing fees and 
advances 

• Implement operational reporting and exception reporting that assists in the 
governance of servicing fees/advances and identifies areas of risk. Establish 
regular senior leadership reporting framework to increase transparency and 
oversight into operational processes.  

• Establish training to develop a strong understanding of cross-functional impacts 
and introduce effective cross-departmental communication channels to reduce 
silo effect 

• Establish a corporate advance framework to monitor appropriate coding of 
transactions (i.e., payee codes, reason codes, etc.) 

Unnecessary losses from 
lack of governance  
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Considering the potential financial exposures that exist throughout the servicing advance 
operational processes, it is important for finance teams to develop robust reserving 
processes that reflect expectations of recovery. In recent years there have been significant 
improvements in reserving methodologies utilized by certain leading industry 
participants, with model development, enhanced stratification, exception reporting, and 
back-testing of loss activities becoming industry standard practices. Servicers should 
continue to closely monitor both operational and recoverability rule changes to make sure 
their reserving approach remains in line.  

One of the most significant challenges finance teams face in developing servicing advance 
financial reporting and reserve models is working with servicing data that often lacks 
uniformity and is very dependent on manual inputs. Servicers that have been successful 
in building effective reserve calculations have a robust governance function that ensures 
the accuracy of servicing data.  

 

Key areas of focus 

• Understand and apply investor/insurer rules to the reserving model 

• Utilize historical empirical data from loss analysis, provided it is reflective of 
future losses 

• Stratify different portfolios and advance types with different loss characteristics 

• Assess and consider legacy advance exposure on acquired portfolios 

• Ensure symmetry with MSR accounting for expected losses to avoid overlap 

• Perform assumption back-testing and model validation 

• Develop loan level risk models 

  

 

 

Reporting and financial exposure 
from servicing advance reserves  



 

Servicing fees and advances | “Show me the money” 13  

 

 
 
 

We have significant experience supporting servicers to improve their servicing fee and 
advance practices. Below are illustrative examples of typical engagements and areas in 
which we can help. 

 Operating model and organizational structure assessment – Assessment of 
governance, oversight and roles/responsibilities, processes, and reporting. Analysis of 
technology resources for claims processing, financial analysis, reporting and other 
systems related to servicing fees and advances.  

 Operational assessment and gap analysis – Assessment of gaps and 
effectiveness of current systems, performance metrics, processes, and procedures, 
with a focus on identifying risks and improvement areas that impact the servicing 
fees/advance functions. Evaluation of fee disbursement, loss mitigation, short-sale 
and foreclosure processes through conveyance, claims and loss analysis. Assessment 
of handoff risks between departments and corresponding controls to mitigate risk. 

 Operational reporting – Analysis of reporting metrics to highlight process 
breakages in areas such as first legal action, conveyances, FHA extension, servicing 
advances, claim pipeline and recovery analysis/acquisition holdbacks. Identification 
of Key Performance Metrics against emerging industry practices as well as 
streamlining the reporting process so that claim data is readily accessible for decision 
making, financial analysis and process improvement across servicing operations.  

 Financial reporting and controls assessment – Identify the Key Performance 
Metrics that impact the ultimate recoverability of the servicing advance and therefore 
impact the reserving process. Observations and recommendations on existing 
financial and operational controls as well as overall control environment versus 
industry practice. Assessment of financial reporting to project loss severity, trend 
analysis, calibration of required reserves, and data mining to calculate financial 
exposure.  

 Project management to lead remediation effort – Project management and 
deep industry subject matter professionals to support the development and execution 
of a remediation plan. This can include traditional project management to support the 
prioritization of activity, drive the business towards reaching their project 
goals/milestones, analytical support to develop and track key performance indicators, 
and deep subject matter support throughout the remediation process. 

How we can help you 
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To learn more, please contact: 
 

Richard Altham 
Principal 
Consumer Finance Group 
(207) 502-2347 
richard.d.altham@us.pwc.com 
 
Roberto Hernandez 
Principal 
Consumer Finance Group 
(940) 367-2386 
roberto.g.hernandez@us.pwc.com 
 
Tony Muoio 
Managing Director 
Consumer Finance Group 
(856) 296-1867 
anthony.muoio@us.pwc.com 
 
Brian Rudzik 
Senior Manager 
Consumer Finance Group 
(312) 298-3140 
brian.rudzik@us.pwc.com 
 
Tom Anderson 
Senior Manager 
Consumer Finance Group 
(617) 530-4341 
tom.anderson@us.pwc.com 
 
Yoshi Nomura 
Manager  
Consumer Finance Group 
(952) 250-4908 
yoshito.nomura@us.pwc.com 
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