Notes on Presentation of Former Default Servicing Manager for Option One Mortgage
Date:  Sunday, September 28, 2009

Option One ran the Fidelity-LPS mortgage servicing platform called MSP the entire time she worked for Option One.  She was terminated after the company was sold to Wilbur Mills.  She referred to MSP as CPI. CPI was the original name of MSP and was created when the service platform was first rolled out about 25 years ago by a small company in Arkansas.  CPI sold the software to Alltel in Jacksonville, Florida, and Alltel then sold the program, the buildings, systems, and employees to Fidelity. Fidelity has now sold the program to LPS (Lender Processing Services).  I asked her why she still referred to the system as CPI?  She said because it had not changed much in the entire time it had been on the market.  More about CPI-MSP later.

She said that all corporate advances were either recoverable from the debtor if permitted by local law or recoverable from the investors (trusts) if the fees were approved per the servicing agreements.  She would always say that they could “code” the investor advances as non-recoverable from the debtor and would then “bill” these fees to the investors once per month.  They would never give the debtor credit on the account for these repayments from the investors.  However, MSP does have a screen for monthly investor billings and monthly investor payments and this is one of the many “reports” that MSP can generate.  She was surprised that we did not know about all of the “reports” that could be generated by the “system.”
She admitted that it would be very easy for a servicer to recode a non-recoverable corporate advance as recoverable.  However, she stated that the life of loan transaction history would have to show all of these changes.  She said one of the problems with MSP was that once you entered a transaction, you could never erase it but had to back it out with another entry.  She said much of the confusion in reading the histories arises out of these recoding events or just by the fact that the technician entered the wrong code.  Very few of the techs have any education beyond the high school level and some do not have anything but a GED.  She was a manager and only had a high school degree.  She claimed that the key was not the degrees one had but how long one had worked on the floor and in the business.

I then asked her about income the servicers earn on the “float.”  This is income earned from overnight investments in Treasury Notes.  She said that every investor guide she had ever seen allowed the servicers to retain the “float” income in part to make up for the obligation to advance principal and interest money to the investors during the early default periods for all non-performing mortgages.  She said the servicers were obligated to make the P&I advancements until the net present value models indicated that upon foreclosure there would be insufficient income to recover these advances from the investors.  At that point, and upon documentation, the servicers can ask the investor to terminate their obligation to make the P&I advances.

She said that other than “daily working cash” all funds on hand were invested in the “ONTs” (Overnight Treasuries) until the monthly remittance day to the investors.  This day is normally the 25th of the month but varies from deal to deal.  She said the Investor Guides (the PSA’s) determined when the monthly remittance had to be submitted.  These are done on forms and you could get a copy of all monthly remittance reports to the Trust.  With respect to non-recoverable advances, the servicers on many deals can just deduct these from the monthly remittance report but on the majority of the deals and on all of the “agency” deals (Fannie, Freddie & Ginnie) they must submit what she called a “cash disbursement request form” and that these were normally submitted once per month.

I then wanted to know if the “Investor Guides” were accessible through MSP.  She said that no, they were not, but that most servicers (including Option One) had many wrap-around software programs that worked with MSP.  She mentioned NewTrak, NewInvoice and NewImage as three such programs.  I then wanted to know if the Guides were simply links to the full PSA Agreements.  She said no, that someone in servicing had just completed a chart or matrix or XLS spreadsheet for each deal and that they would have access to these documents through the MSP wrap-arounds.  She said that each Servicing Tech had so many different charts and guides to follow each day that this accounted for many of the “coding errors.”  She constantly referred to the Transaction Codes as the “TranCodes.”  
She then talked about problems with “impounded” and “non-impounded loans.”  An impounded loan is one where the servicer collects enough money to pay the HO Insurance, the Property Taxes, and the PMI Insurance.  She consistently used the term “impound” and the term “impound accounts” rather than the terms “escrow” and “escrow accounts.”  She said that the problems with these accounts related to properly tracking the funds into the correct “impound account” and then reconciling the “impound advances” for what she referred to as the “scratch and dent loans” and the “performing and non-performing” loans.  At one point, she made a reference to what she called the “60 Minute Loan.”  I asked her what this meant and she said a loan history that presented all types of errors, problems, and screw ups and that talk in the shop (e.g., the Servicing Center) was that if someone did not get things straightened out the case would end up on the CBS News show.

She said that all of the “events” in MSP were initiated by “case action request” or by “creating an issue.”  While she worked with Option One, this communication system was referred to as NewTrak.  NewTrak is a third-party wrap-around system that was developed for use with many platforms, including MSP.  She said that ALL of the parties in the system were “rated” and “graded” and “ranked” on how fast they “completed” a CAR (case action request) or closed an issue.  By ALL, she included the Servicing Techs in the shop and the third-party vendors.  Interestingly, she constantly referred to the lawyers as third-party vendors.  She understands that the current system is referred to as LPS but that the operating system that runs the LPS communication portal is still NewTrak.  She admitted that everyone is graded and rated base on their time for completion of each product and if you cannot maintain at least the minimum benchmark you are toast.
She said the TranCodes are easy to understand if you think of the ones for non-cash advances separately from the ones for cash advances. For example, the 130, 140, 150 and 490 NC TranCodes are all for non-cash events.  For example, when they “board up” a new loan to the MSP servicing system they use the 142 TranCode.  When they assess a late charge, they use the 152 TranCode.  When the interest rate changes on an ARM, they use the 493 TranCode.  When an ARM is converted to a FRM, then they use the 494 Code.  On the other hand, the 300 and 600 TranCodes represent funds the servicer had paid to a third-party.  For example, a 630 TranCode would indicate that the servicer had advanced and paid a fixed fee to an attorney for a foreclosure or bankruptcy related servicer.  The 631 TranCode represents a cash advance by the servicer against the loan to pay for a PI (property inspection) or a BPO (Broker Price Opinion).  She said that all servicers treat these 300 and 600 advances on their books as money owed to the servicer or as receivables owed to the servicer.  “Someone owes us this money—either the debtor, the investor or both.”
I then asked her about the non-cash codes such as the 143 (adjust balance and due date) and the 145 (restricted monetary adjustment) and wanted to know why such TranCodes were not used to bring the accounts current for Chapter 13 bankruptcy purposes.  She wanted to know why I would want the servicers to do this as it would screw up the life of loan transaction history.  I explained the problem we all see:  when we file a Chapter 13 case that includes the arrears for June, July, August and September and then the debtor makes the first direct payment in October the “system” will think it is the June payment and automatically apply it as such or place it in suspense since the payment will probably be treated as an irregular payment or trigger the irregular payment TranCode.  She responded by saying that this is how the life of loan transaction history actually works.  She then stated to my utter amazement that MSP has a “Bankruptcy Tracking Module” that runs on the top of every MSP screen for a debtor involved in a Chapter 13 case and that this module is actually recalibrated to take the Chapter 13 plan into account and that all payments are posted to the BTM pursuant to the terms of the Chapter 13 Plan or the Amended Plan.  These are all manual entries but in 35 years I have never heard of such a payment.  She said that the “life of loan transaction” history was used to keep up with the “contractual status of the loan” whereas the BTM was designed to keep up with the Bankruptcy Status.

I wanted to know if the servicers could produce a copy of the BTM worksheet and she said “sure, this would not be a problem.”  I then wanted to know if this was the same as the XLS worksheets, the bankruptcy worksheets, or the pencil worksheets.  She said no, that this would be a separate loan history that related solely to the Bankruptcy Plan.  I then asked her how and when the XLS worksheets were prepared?  She said that whenever an attorney or a debtor or a judge wanted something they could read and understand they would prepare (manually) these forms.  How long the loan had been serviced in their shop, determined how long it would take a Technician to prepare one of these XLS forms.  She said that they were very labor intensive.  I then wanted to know that without an XLS worksheet how would they know how much was in any account, such as the Trustee Suspense Account or the Debtor Suspense Account?  She said that MSP could pull up a separate “report” for all of these accounts and that it would just be a matter of calling up the right screen and then entering the correct TranCodes to execute the entry.  She also said that MSP could pull up separate “vendor reports” so you could see how much each vendor had billed, when they billed it, and when it was paid by the servicer.  They always retained images of all invoices, checks, wire transfers, reports, PIs and BPOs just for example.  She also said that all servicers had a “master disaster location site” where they automatically backed up everything in all of the systems with what she called “mirror computers.”  She stressed that “everything was backed up and re-backed up.”
We then discussed the issues related to the “true sales” of the mortgage notes from the originators to the sponsors, from the sponsors to the depositors, and from the depositors to the Trust and then to the Master Document Custodian.  She first said that the MDC should have ALL of these documents including the original notes, mortgages, deeds of trust, etc.  I asked her what documents we should ask for with respect to the True Sale issues and she identified the following:

1. The REMIC attorney certification letter, which must confirm that “true sales” occurred at each link in the chain.
2. The “True Sale” opinion letters issued by the Wall Street Law Firms for each sale in the chain.

3. The Asset Purchase and Transfer Agreements for each link in the chain.

4. The Master List of all Notes attached to each Asset Purchase and Transfer Agreement.

5. The canceled checks or wire transfers of cash for each transaction in the chain.

6. The “acceptance and delivery receipts” for each note endorsed in blank (which she said would be all after the table funder endorsed the note to the initial aggregator or warehouse lender).

7. The “Bailee Letters” that accompany the delivery of each negotiable note.

8. The “Master Bailee Insurance Policy” regarding the transfer and delivery of the mortgage notes (she noted these notes were bearer instruments so if they were lost or stolen this would be a problem).

9. The “Attestations” and “Reports” filed with the Trust Administrator by the Master Document Custodians.

She also identified the following additional documents that she said were “related” to each deal:

1. The Prospectus;

2. The Prospectus Supplement;

3. The Free Writing Prospectus;

4. The Pooling and Servicing Agreement;

5. The Master Document Custodial Agreement:

6. The Master Document Custodial Handbook;

7. All of the Forms that must be used by the MDC;

8. All forms to request documents from the MDC; and

9. The deal ratings produced by Fitch, Moody’s and Standard & Poors.

She freely admitted that in some deals Option One was never able to find the original mortgage notes, mortgages and deeds of trust.  She also said that almost every Investor required that the mortgage or deed of trust be “assigned in blank” at least by the Sponsor. She did not understand my question about how this might create an “incomplete real estate instrument” but simply stated that “this is the way we did it and as far as I know it was legal.”  However, she said even when these instruments were executed in blank you would still have all of the tracking records noted above.  “Everything was tracked, recorded and confirmed because each ‘deal in the chain’ had to be a ‘true sale’ that could be independently confirmed.”
We then went back to the TranCodes and Reports, and I asked her about the P-309.  She said the P-309 was simply the MSP life of loan transaction history, at least at Option One.  She said what we really wanted was the “customized account reports” and “account summaries” and “vendor reports” and “vendor summaries” and “investor remittance reports” and “investor remittance payments.”  And, of course, she mentioned again the “Bankruptcy Tracking Module” and all reports related to this system.

I then wanted to know about the MSP “Comment Logs or Records.”  She said that this was a separate add-on for MSP and that you had to pull up the program to make entries.  Many of the Service Techs would open all of these programs at the beginning of their shift and then minimize them to the tool bar so that they could be quickly accessed. Some of the other Techs had multiple monitors so that they could run 2 or 3 applications at once and drag and drop date from one screen to the other.  (As a side-bar, when I inspected the Wells Fargo Default Servicing Center in Fort Mill, SC., ALL of the Servicing Techs had three monitors.)  In any event, she said that nothing could be done on the account without a corresponding entry in the “Comment Logs.” She also said that you would not be able to understand a P-309 without the comment logs because otherwise you would never be able to figure out why something occurred.  “These logs are the key to understanding the who, what, why and how of each data entry,” she said.

We did ask her about an MSP User Guide. She admitted that there was one but felt like it would be of little use to us.  “What you want is all of the customized reports and comment logs” for each account.  She also said that the P-309 life of loan transaction history with the comment logs would ALWAYS be more accurate than any other document, including the XLS and Bankruptcy Worksheets.  She said that “Techs make a lot of errors in the XLS documents because they are always doing 4 or 5 things at one time” and then proceeded to point out errors in an Option One XLS form we were using.
She said that another thing we should know is that “in the shops” they always referred to these accounts as “buckets.” For example, you would have the “Trustee Suspense Bucket,” “the Debtor Suspense Bucket,” and other Buckets for all of the corporate advance accounts.  They refer to these as “buckets” because you can pull up a customized report for each one.  For instance, someone might say “How much is the attorney advance bucket for Loan Number 1187645” and the Tech would just pull up the customized report for that TranCode or BucketCode.

It was also of more than passing interest that she referred to all of the National bankruptcy and foreclosure law firms as “sub-servicers.”  For example, she referred to McCalla Raymer as “Prommis” and to Brice Vander Linden as “National Default Servicers.”  She said all of these “shops” had complete “back-office” operations and that they could handle all aspects of default servicing.  She also specifically mentioned LPS as a default “sub-servicer.”  If you used LPS, then they would take care of everything.  If you wanted to have direct contact with a Fannie or Freddie approved law firm, and that was consistent with the investor guides, then you would be responsible for the work or lack of work of the attorneys.  On the other hand, if you out-source everything to LPS then LPS is solely responsible to the work of their own Network attorneys and as she said it is all “out of mind and out of sight.”
I also wanted to know if the third-party vendors had direct access to the MSP platform for each account in bankruptcy or foreclosure.  She confirmed that they did but with separate user names and passwords.  The system can generate reports that will indicate exactly who made each entry in the system, when it was made (time and date), and the comments section would explain why and under what circumstances it was made.  I asked her to give an example of what an LPS Tech might most likely post. She said “well, they could post a corporate advance for a legal fee, or a repayment of the fee from suspense, and that type of thing.”  I wanted to know if they ever posted payments.  She said “no, all of the payments would come into our system as direct computer reports from the third-party lock box operation, the in-house lock box operation, an in-house check delivered with a coupon, or a check delivered without a payment coupon.  A Servicing Tech would simply enter the TranCode for the payment and MSP would then take over and either accept and apply or accept and transfer to one of the suspense accounts.  The Service Tech would then have to make the correct entry on the Bankruptcy Tracking Module and on an XLS if he or she was “running one for that account.”
She then said that each MSP workstation for each Servicer Tech had what she referred to as ManCodes, TranCodes, BKFlags, and Automatic Triggers.  I asked her about the ManCodes.  These are Codes that require the Technician to make manual entries in the system.  For example, all of the entries to the Bankruptcy Tracking Module are made by the ManCodes.  The TranCodes, on the other hand, are the standard CPI-MSP Codes that we are all familiar with.  She said once an account was coded for Bankruptcy, with such systems as AACER and BANKO, then a series of “bankruptcy flags” would appear on each account as the Tech pulled up the account screen.  She also said that all of the “AutoTrig” Codes could be disabled or set-to run at different time intervals.  
I then asked about the Property Inspection Codes.  This Code is programmed into MSP as an AutoTrigger event to run every 32 days that the “system” thinks a loan is in default.  She said the AutoTrigger works “behind the scenes” and automatically generates the “issues and events” to the third-party vendors.  Once these vendors complete the actions, they file the reports through the system and they are automatically processed and digitally stored.  No human reviews any of the reports unless requested to do so by an investor or an attorney.  The vendors then use NewInvoice to submit their bills.  If you have LPS as a sub-servicer then an LPS tech will authorize the corporate advance to pay the invoice, make the appropriate TranCode entries on the MSP history and note in the comments queue what they did and why they did it.  However, each AutoTrigger can be either totally or completely disabled for any loan.  I asked for an example of a partial disablement.  She said “well we could change the event from every 32 days to 90 days.”  I wanted to make sure the “event” she was referring to was a property inspection and she confirmed this was the case.  I then asked her why they might change the triggers. She said it could be because of an investor guideline or a local bankruptcy court rule if they were aware of the rule.  There are so many bankruptcy rules that it is hard for them to keep up with them in each case.

She then volunteered that you could also order a customized MSP report for each one of the TranCodes and order the report to be as detailed as possible.  I then asked if you could combine TranCodes into one report and she wanted an example.  I said can you request MSP to combine the 630 TranCodes (corporate advance for legal fees) with the 710 TranCode (repayment of corporate advance for legal fees) and she said “sure.”  And, she added that the combined TranCode Reports could be as granular as you wanted them to be.  For example, you can ask for date of invoice, type of service, date issue opened, date issue closed, date invoice paid, name of vendor, name of attorney with vendor, etc.  
I then wanted to know how often they looked at the Suspense Account balances and if this was a ManTrigger or an AutoTrigger. She said that this was a ManTrigger event and sometimes a Tech or Vendor would review these accounts every 3 or 4 days, sometimes they would not review them but once every 90 days or longer, and sometimes they were not reviewed for years.  She referred to the review process as “cleaning the suspense account,” which I thought was an interesting term.

She also said that another thing we needed to ask for in connection with any bankruptcy loan was a complete list of all of the “Exception Reports” entered for that loan.  She said that anytime a Tech or a Vendor found an error in a life of loan history they would have to correct the error by the entry of at least one or more of the “Exception Codes.”  For example, if a payment was posted to the wrong loan then they would have to “reverse the transaction” in that account which would be done by an “EC” with detailed comment notes.  The EC and the comment notes would then tell you exactly what happened, who discovered the problem, and who entered the correction codes.  She also said that on many occasions a Servicing Tech would think a corporate advance reimbursement from an investor was something that should be credited to the account and that in all of these instances someone would have to reverse the transaction and enter the proper Exception Code.  I asked her where they normally posted the investor funds they received for cash advancements.  She said these payments normally were posted in the general account.
She also defined a number of terms during the presentation that I found to be of some interest. The terms and the definitions are listed below:

A Player.  An A Player is a consumer who has a prime loan.  

Alt-A Player.  An Alt-A Player is a consumer who has a good FICO score but is normally self-employed and therefore was not able to submit a full-doc loan.

Amortization Schedule.  This is the schedule of how a loan is actually amortizing given the payments that have actually been applied and the advances that have been made on the account.  She mentioned that this is a document we should always ask for in discovery.

A-to-Z Codes.  This refers to the menu of Bankruptcy Status Codes that a servicer will build into the MSP system as a wrap around program.  Each letter of the alphabet has a different Bankruptcy Status Code. For example, the letter “N” could mean notice of the bankruptcy and the letter “P” could mean plan filed and “PC” could mean plan confirmed.

BCA.  A Boot Camp Attorney.

BKWS.  This refers to the Bankruptcy Work Station that is the wrap-around program run with MSP (the Bankruptcy Tracking Module referred to herein) for any mortgage loan involved in a bankruptcy case.  The BKWS actually recalibrates the mortgage account to deal with the terms of the confirmed plan.

Cab Drivers.  This was her term for Default Servicer Techs who have been asked under HAMP and Loss Mitigation Programs to act like full-doc mortgage underwriters.  I asked why Cab Drivers?  She said this is because the Administration is asking servicers, who are really cab drivers, to drive a cup car in a NASCAR Race to the Chase.

CAP. This term refers to the Cash Application Payment Rules.  These Rules are set-up as AutoTriggers in MSP by the servicer and determine how the system will automatically apply any payments that are accepted by the servicer. She emphasized that “acceptance” and “application” are two very different and distinct events.

CRAMP.  This was her term for HOPE Now and HAMP.  She referred to HAMP as an 8-lane Interstate Highway program running on a two-lane country road.

Crap of the Crop.  This term is used by servicers when they board up new loans for a trust and all or almost all of the loans have major problems.

Cream of the Crop. This term is used by servicers when they board up new loans for A-Players.

Exception Based Tool or EBT.  This is a term Option One used to refer to any type of Suspense Account.

Exception Manager.  This is the party in the servicing shop who must approve and authorize all “exception entries” for any loan.

LFMR.  This refers to the Long Form Misapplication Reversal under the 147 TranCode.  We should always ask for the LFMR report when we see one of these or when we see a Short Form Misapplication Reversal on any P-309 life of loan transaction history.

Loss Mitigation.  She said this is really what the servicers are doing in response to HAMP and would not characterize it as a loan modification.  She said very few loans have the principal reduced, the arrears waived, the interest rate changed on a permanent basis, etc.

LTE.  This refers to a Litigation Event.  An objection to a Proof of Claim, a Motion to Modify, an Objection to a Plan, or an Adversary Proceeding would be considered a Litigation Event.  Almost all of the servicers can actually “modify” a loan in connection with the resolution of an LTE.

MI—Mortgage Insurance.  These are the companies like Radian and MGIC that provide either borrower-placed or originator-placed insurance on the first 20% of the loss on a deal when the leverage or LTV ratio is less than 80 to 20.  She considers MI to be the first loss claim after an REO property is sold.
MSP or CPI—Mortgage Servicing Platform.  This is the old CPI system that was first developed by an Arkansas tech firm, then sold to Alltel, then sold to Fidelity and now owned by LPS.  Most of the older servicer technicians still refer to the program as CPI and refer to the CPI TranCodes.  She said this was a very old “architecture” and that the program was really outdated and that this explained why you had to run so many wrap-around and add-on programs with MSP.

NIM-Net Interest Margin.  This is the residual strip in all of the securitized mortgage deals.  It is not a bond but considered the first loss piece.  It is considered a “credit enhancement” to the Trust as this cash strip will always take the first losses in the deal.  Most of the servicers own the NIM strips and as she said this gave them “some skin in the deal.”  However, as things started going bad in 2005 many of the servicers would take all of their NIM strips and bundle them into a new securitized deal so that they could be cashed out at once.  The investors that bought bonds in the NIM deals have all lost their full investments at this point.

105 Loan.  This would be any type of mortgage note that is in a negative amortization status.

Payoff Statement.  This is the amount necessary to pay the full amount owed to extinguish the debt obligation and automatically includes all recoverable and non-recoverable corporate advances.

PSAs.  She said that she had never seen a written Pooling and Servicing Agreement and had always been told never to even try and produce one.  She does see the matrix box of investor guidelines with each boarded loan but has also been instructed not to produce these in response to a QWR.

QWRS.  Quite a lot of regurgitated shit.  This means that most of the attorneys or consumers who are submitting a RESPA QWR have no idea what to ask for, why they are asking for it, and no way to understand what they get.

Reinstatement Amount.  This is the amount necessary to bring the loan current on the system and automatically excludes all non-recoverable corporate advances.  She noted that we should always ask for this statement in discovery or in a QWR.

REO—Real Estate Owned.  This is real estate that the servicer or a vendor hired by the servicer acquires through foreclosure.  Of interest, the servicer normally will not be repaid for all outstanding corporate advances until the REO property is actually sold and all of the insurance vendors do not recognize a loss and pay the various claims until the loss is actually fixed by the actual sale of an REO asset.

ROI—Return on Investment.  She said that an ROI analysis would be performed when the servicer was advancing P&I payments on a defaulted loan to determine when they could terminate those payments.  If there was little chance the Trust would realize enough from a foreclosure, which includes insurance contributions, then the servicer could stop the P&I advance to the investors.

Scratch and Dent Loans.  These are mortgage loans that have performed and non-performed more or less on a regular basis since origination.  The term is also used to refer to mortgage loans where some or all of the original documents are lost, misplaced, or just gone.

Section 404 Notice.  This is the notice under the Housing Act Amendments that became effective on May 20, 2009, which requires notice to the consumer upon any transfer of the note or mortgage.  She said there is no way the industry can comply with this statute.  

SFMR.  This refers to the Short Form Misapplication Reversal.  See LFMR above.

Skin in the Deal.  This refers to a servicer who has some type of financial interest in the deal.  This could be in the form of a NIM strip, the retention of Master Servicing Rights, or the retention of Primary Servicing Rights.

Statutory Expense Bucket. This is the account that is a catch-all account for any transaction that is not covered by a specific TranCode.

Sub-Player.  A Sub-Player is a consumer who has any type of subprime mortgage loan.

Sub-Servicer.  The so-called National Law Firm that takes over all of the back-office operations and legal work on a defaulted loan.

Tear-Off Fraud Paper.  An Allonge to a mortgage note.

TranCodes.  The Transaction Codes associated with a particular mortgage servicing platform.

Unlicensed Operators.  These are default Servicing Techs who are not licensed in the respective state where the loan is originated to act as a mortgage loss mitigator or loan modification agent.
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