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B efore you outsource, it’s
important to first under-
stand why you want or
need to. If you fail to per-

form that initial self-analysis, you

just might miss your target goal of

cost reduction, process improve-

ment, risk reassignment or whatev-

er your reason for turning tasks

over to outside vendors.“In developing an outsourcing

strategy, we recommend that 

you break down the process into its

constituent parts,” says John Erbey,

managing director of Ocwen

Financial Corporation, West Palm
Beach, Fla.

“Determine the benchmarks and

drivers for each of those processes,

determine objective standards for

measuring that performance, con-

tinually monitor the outsourcer,

and make available technology that

is appropriate to tie the two togeth-

er. A well-defined strategy for out-

sourcing will enhance the overall

performance of the organization.”
Erbey was one of several ser-

vicers who discussed the outsourc-

ing process, step by step, at a

recent conference sponsored by

the Mortgage Bankers Association.

All agreed that pre-planning is criti-

cal.

What are your goals?“Identifying goals and objectives

is a key element when you’re con-

Reprinted with permission from a Servicing Management issue.

templating outsourcing,” says

Robert Caruso, senior vice president

in the Charlotte, N.C. loan servicing

operation of Norwest Mortgage Inc.

That includes understanding your

rationale for outsourcing, he says.
“From my personal perspective,

outsourcing was the end result of

multiple acquisitions,” he explains.

“We had to look at how we were

going to manage multiple acquisi-

tions, with multiple poor-performing

portfolios, without losing control.

We can only grow and train staff at a

certain level; to ramp up would be

very difficult for us to achieve the

ratios and quality we wanted. So

outsourcing was a way to help facili-

tate that process.”“Subservicing is the ultimate out-

sourcing,” says William J. McClung,

senior vice president and division

manager of mortgage loan servicing

for Wells Fargo Bank, National City,

Calif. That’s because you simply

pass along all tasks. He thinks this

situation is ideal for small-volume

operations. However, most ser-

vicers outsource portions of their

operations, from payment process-

ing to loss mitigation.At Wells Fargo, loan servicing is

broken down into 22 cost centers,

so the company is able to figure

down to the penny what each step

of a function costs. Thus, says

McClung, it is able to perform pre-

cise cost-benefit analyses, though

cost is not always the primary rea-

son for outsourcing.“The first thing you have to

understand about outsourcing is

what motivates people to outsource

and, of course, one of the principal

reasons is not cost, but operational

problems or changes,” he says. “You

have a problem, you can’t solve it

quickly or cheaply,” or for manage-

ment or other reasons, “you just

want to pass it on to somebody else

and the outsourcing vendor is will-

ing to take it.”A major risk servicers face is

“technological obsolescence” so in

many cases, when a major piece of

equipment fails, it makes more

sense to outsource the related task

rather than make a capital expendi-

ture, he explains.Other reasons might be a lack of

space, an inability to obtain quality

personnel quickly when there are

upswings in workloads or the loss

of a key employee, McClung adds.
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