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In this piece we’ll explore:
1. Who really takes your mortgage payment and what do they do with it
2. The truth about where your mortgage payment is really going
When a home buyer takes out a mortgage directly from a bank or via a mortgage broker, they typically assume the money is coming from a bank.
Furthermore, they assume that when they make their mortgage payments, the money is going back to the bank to pay off their loan.
In reality, many mortgage originators sell the loan to someone else and even if they don’t sell the loan, they rely on another firm to collect the
mortgage payments, track things like taxes and insurance charges, and handle all the calls and inquiries from the borrowers. In addition, when loans
are sold or packaged into mortgage backed securities, the loan servicers play a critical role.
Mortgage Servicers:
Mortgage servicers are responsible for the day-to-day management of mortgage loan accounts, including collecting and crediting
monthly loan payments and handling escrow accounts. In today’s market, loans and the rights to service them are often bought and
sold. In many cases, the company to which payments are sent is not the company that owns the loan. If a borrower has questions
about their loan account, they contact the mortgage servicer.
In addition to acceptance and recording of mortgage payments, servicers also calculate variable interest rates on adjustable rate loans, pay taxes
and insurance from escrow accounts, negotiate workouts and modifications upon default, and conduct or supervise the foreclosure process when
necessary. Banking organizations often perform mortgage servicing not only for mortgages that they originate but for others where they have
purchased the servicing rights.
Advance Financing:
Servicer advance financing facilities provide critical liquidity to mortgage loan servicers. In order to ensure continuity of payment to
securityholders, mortgage loan servicers in RMBS transactions generally are obligated to advance delinquent principal and interest
payments and to make certain servicing advances relating to the preservation and maintenance of mortgage properties (e.g. taxes,
insurance, foreclosure costs, etc.). Advancing obligations can create liquidity challenges for mortgage servicers.

In other words, when borrowers stop paying their mortgage, servicers are contractually obligated to advance principal and interest payments to
MBS investors.
Servicer Revenues and Expenses:
Mortgage servicing revenues include servicing fees net of guarantee fees, ancillary fees, and float earnings from holding Principal & Interest
(P&I) and Taxes and Insurance (T&I) payments between collection and remittance. Servicing fees are collected by servicers as a component
of the loan’s note rate; therefore, servicers do not collect servicing fee revenue when borrowers are delinquent. The minimum servicing
fees for GSE loans is 25bps and for FHA/VA loans it is 19bps.
Expenses include the direct cost-to-service, unreimbursed foreclosure and property expenses, allocated overhead, and the cost of funds (interest
expense) fore servicing advances. In addition, additional expenses can accrue due to rep and warrant claims, compensatory fees, and servicing
delinquencies on FHA loans.
For non-performing loans, the costs of servicing have increased since 2008 and these costs include the base direct and corporate costs of servicing
any loan, costs associated with managing a default, and unreimbursed foreclosure and real estate owned losses.

Acting Servicers:

For the most part, servicers can be divided into bank and non-bank servicers representing 53% and 47% of all servicing respectively.
Bank Servicer:
•
•
•
•

U.S. and State-Chartered banks that serve as depository institutions, typically offering a full suite of consumer, investment, and financial
products
Mortgage operations, both origination and servicing , are often within the consumer lending division
Historically, banks have retained mortgage servicing rights to maintain customer relationships
Well-funded as a result of strict oversight and compliance. Access to “window”

Non-Bank Servicer (Independent Servicers):
•
•
•
•
•
•

Do not hold customer deposits
Ability to specialize (i.e. default management)
Can be publicly traded, independent, or private equity or hedge fund backed
Subservicers (non-banks that perform all servicing functions for the servicer of record as a vendor)
Lobbyists working hard to bring attention to space
History with regulators – avoiding oversight

Oversight and Regulation:
Mortgage Servicer Type

CFPB

State Investor

Bank Regulators

Non-Banks
National Banks and Federal
Savings Assoc.
State-Chartered Banks (Fed
Members)
State-Chartered Banks (Non Fed
Members)

X
X ($10b+ in Assets)

X
N/A

N/A
X

FHFA, GSEs, GINNIE MAE,
Investors
GSEs
GSEs

X ($10b+ in Assets)

X

FDIC, Federal Reserve

GSEs

X ($10b+ in Assets)

X

FDIC

GSEs

Servicing Value Chain:

Loan Example

Origination

Loan Example:
•
•
•

4% note rate
30-year fixed rate
Conforming (agency)

Borrower:
Rate setting dependent on:
•
•
•
•
•

Market rates
Product type
Borrower credit quality
Borrower financials
Originator or margin
expectation

Loan Example:

Originator/Servicer

4% note rate comprised of:

Gain on sale components:

•
•
•

3.50% coupon
0.25% guarantee fee
0.25% servicing fee

(sold through cash window)

•
•
•

Loan sale proceeds
Loan cost basis (including
servicing value)
MSR created upon loan sale

Down payment closing
costs

Originator/Servicer

Loan

Loans

Agency/Guarantor

Loan purchase price $$

The GSEs also have
the role of master
servicer

Principal and Coupon and
G-Fee (3.75%)

Master
Servicer/Guarantor

Security and
Guarantee

Investor

MSB Purchase Price
$$

Feedback loop to Origination:

Servicing

•
•
•

If the cost to service increases,
service value decreases;
If servicing value decreases,
gain on sale decreases;
If gain on sale decreases,
originators may adjust rates to
maintain margins

Originator/Servicer
Collects principal and 4%
interest from borrower
Keeps 0.25% servicing fee as a
compensation for servicing
(MSR)

Loan Guarantee

Keeps 0.25%
guarantee fee as a
compensation for
guarantee

Coupon (3.5%)

Investor

Mortgage Bonds:

Mortgage bonds offer investors protection because the principal is secured by an asset. In the event of default,
mortgage bondholders could sell off the underlying property to compensate for the default and secure payment of dividends.
When a person buys a home and finances the purchase with a mortgage, the lender rarely retains ownership of the mortgage. Instead, it sells the
mortgage on the secondary market to another entity, such as an investment bank or government-sponsored enterprise (GSE). This entity packages
the mortgage with a pool of other loans and issues bonds with the mortgages as backing.
When homeowners pay their mortgages, the interest portion of their payment is used to pay the yield on these mortgage bonds. As long as most
of the homeowners in the mortgage pool keep up with their payments, a mortgage bond is a safe and reliable income-producing security.
If a homeowner defaults on a mortgage, the bondholders have a claim on the value of the homeowner's property. The property can be liquidated
with the proceeds used to compensate bondholders.
The mortgage-backed security turns the bank into a middleman between the homebuyer and the investment industry. A bank can grant mortgages
to its customers and then sell them on at a discount for inclusion in an MBS. The bank records the sale as a plus on its balance sheet and loses
nothing if the homebuyer defaults sometime down the road.
The investor who buys a mortgage-backed security is essentially lending money to home buyers. An MBS can be bought and sold through a
broker.
Bond Holders During Foreclosure:
Typically, mortgage servicers enter into contracts called pooling and servicing agreements with bondholders that spell out the servicers'
obligations to manage the loans in the best interests of the investors. These agreements provide that the servicers be reimbursed by funds in the
trust for all costs related to litigation and extra processing of foreclosures, provided they follow standard industry practices.
When houses that have been packaged into a mortgage bond are liquidated at a foreclosure sale—the very end of the foreclosure process—the
holders of the junior, or riskiest debt, would be the first investors to take losses. But if a foreclosure is delayed, the servicer must typically keep
advancing payments that will go to all bondholders, including the junior debt holders, even though the home loan itself is producing no revenue
stream.
By delaying foreclosures, it means the subordinate bondholders do not get written down for a much longer period of time, and they keep getting
payments.

Excess Servicing:

Mortgage excess servicing is a fee based off of the percentage of the monthly cash flow of mortgage backed securities (MBS) that remains
after the cash flow has been divided into a coupon and principal payment for the MBS holder.
A servicing fee is the percentage of each mortgage payment made by a borrower to a mortgage servicer as compensation for keeping a record of
payments, collecting, and making escrow payments, passing principal and interest payments along to the note holder. Servicing fees generally
range from 0.25% to 0.5% of the outstanding mortgage balance each month. The mortgage excess servicing fee typically goes to the servicer of the
loan and may serve as a guarantee fee for the underwriter of the MBS.
For example, in a typical MBS deal, if the interest rate on a mortgage is 4%, the MBS holder might receive 3.5%, the servicer of the mortgage
receives 0.25% servicing fee and the MBS underwriter gets 0.15% This leaves the remaining 0.10% (4% - 3.5% - 0.25% - 0.15% = 0.10%) as excess
servicing.
Mortgage excess servicing for MBS is subject to prepayment and extension risk. When excess servicing is priced, it is valued based on an estimate
of how long the annuity will last. This must be estimated since it cannot be known for certain when a mortgage borrower might refinance or
otherwise pay-off his or her mortgage. The value of excess servicing can change dramatically when interest rates change, because changes in
current interest rates relative to the interest rate on the mortgage determine how long the annuity of excess servicing associated with that
mortgage might last.
A mortgage serving spread is the amount of interest retained by the servicer and is regarded in part by the servicer as a form of reasonable
compensation for the services that were performed. If there is a portion of a mortgage servicing spread that exceeds what could be deemed
reasonable compensation for services performed, this is called the excess servicing spread and would represent a continuing investment in the
interest portion of an underlying mortgage pool.

Important Risk Disclosures
Investors should carefully consider the investment objectives, risks, charges & expenses of the AlphaCentric Funds. This & other important
information about the Fund is contained in the prospectus, obtain a copy by calling 844-ACFUNDS (844-223-8637) or at
www.AlphaCentricFunds.com. Read the prospectus carefully before investing. The AlphaCentric Funds are distributed by Northern Lights
Distributors, LLC, member FINRA/SIPC. AlphaCentric Advisors LLC is not affiliated with Northern Lights Distributors, LLC.
Investing in the Fund carries certain risks. The value of the Fund may decrease in response to the activities & financial prospects of an individual
security in the Funds’ portfolio. The Fund is non-diversified and may invest a greater percentage of its assets in a particular issue & may own fewer
securities than other mutual funds; the Fund is subject to concentration risk. Credit risk is the risk that the issuer of a security will not be able to
make principal & interest payments when due. The use of derivatives & futures involves risks different from, or possibly greater than, the risk
associated with investing directly in securities. Fixed income securities fluctuate with changes in interest rates. Lower-quality bonds, known as “high
yield” or “junk” bonds, present greater risk than bonds of higher quality. Performance of the Fund may be subject to substantial short-term
changes. There are risks associated with the sale & purchase of call & put options. These factors may affect the value of your investment. 4563NLD-5/29/2020

