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From the Editor’s Desk

In our last edition, we looked at where Al should stop in
mortgage operations, where automation adds value and where
human judgment still defines outcomes. This time, we've moved
to a different side of that equation: how Al fits into one of the
most data-sensitive and financially complex areas in servicing -
Mortgage Servicing Rights (MSRs).

MSR portfolios live at the intersection of interest rate shifts,
borrower behavior, and operational efficiency. Predictive
accuracy directly shapes portfolio value, liquidity decisions, and risk exposure.

Yet many servicing teams still rely on static or lagging models built for a different
rate environment. This edition explores how Al-driven forecasting and modeling
can support portfolio managers, risk teams, and servicers as they recalibrate MSR
strategies.

We look at:

e How predictive modeling can anticipate prepayment and delinquency shifts
before they show up in the data.

e  Why Al-driven segmentation can refine hedging and retention decisions.

e Where machine learning adds precision in valuation without replacing core
financial expertise.

e How to build data pipelines that make MSR models adaptive instead of reactive.

The goal isn't to automate MSR management. It's to make modeling more responsive,
risk assessment more grounded, and decisions more confident especially when the
market doesn’'t move as expected.

Dr. Dipankar Chakrabarti

In-House Tech Advisor to Board, Nexval.ai
Ex-PwC Executive Director

Certified- CMMI

IIT, IM alumni
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Welcome to the Nexval.ai's Zine Dot Al

What is Zine Dot Al?

At Nexval.ai, we envisioned a future where mortgages were effortless. Inspired by
our Al, we crafted a name that harmonized simplicity with innovative technology.
Thus, Zine Dot Al was born - a pioneering platform that transforms the mortgage
journey, harnessing the power of advanced Al to make the complex, simple

How will Zine Dot Al make a difference for you?

This dossier is your roadmap to mortgage industry leadership, providing expert
insights and analysis to ensure you're always at the forefront of emerging trends
and opportunities.

Each issue will deliver:

€5

Industry
Updates
and
Trends

Expert Al
Insights Solutions
and and
Thoughtful Future
Analysis Dynamics

Ready to make smarter decisions, stay ahead, and seize hew opportunities?
Let’s dive in together!
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~ Al Spotlight:

Predictive MSR Modeling
Turning Servicing Volatility into Strategy

T &
T ——

Mortgage servicing portfolios are
living through a strange moment.
Origination pipelines are thin,

prepay speeds have slowed, and

the secondary market is pricing risk
with new caution. MSR values aren'’t
moving in predictable patterns
anymore - and holding strategies that
worked last cycle are showing cracks.

That's why many servicing leaders
are turning to predictive modeling

- not for automation’s sake, but for
clarity. Al models trained on years of
loan performance, borrower behavior,
and regional housing data can help
teams see how today'’s signals might
reshape tomorrow’s portfolio values. N

ASettings 88 T B Settings
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How Predictive Al Strengthens MSR
Decisions

* Loan-level forecasting: Machine

learning models simulate how ® Continuous scenario testing: Al enables
changes in rate spreads or frequent mark-to-market updates using
delinquency patterns could shift real data - not quarterly guesses.

MSR valuations - before they appear

in reports. This approach isn't about replacing

experienced judgment but about giving
e Behavior-based portfolio mapping: portfolio managers better timing and
By clustering borrower groups based context when deciding whether to hold,
on refinance probability or payment hedge, or sell.
consistency, servicers can fine-tune

retention and hedging plans. If your MSR strategy still depends on static
data or delayed performance signals,

e Property-linked value monitoring: Nexval.ai can help design Al-driven
Integrating valuation feeds with processes that bring portfolio insight closer
servicing records helps identify to real time. Schedule a short discussion
collateral markets showing early here to explore how predictive data can
stress or stability signals. make MSR management more resilient.
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Al In Action:
Predictive Modeling Meets Portfolio Reality

Every servicer has a model for prepay
risk, delinquency, and portfolio runoff.
The problem is that those models
assume the market still behaves the
way it did two or three quarters ago.

Al changes that - not because it's
smarter, but because it learns faster.

In practice, that means models can
reweight prepay and delinquency
drivers based on new data feeds -
regional rate shifts, borrower payment
cadence, even loan-level listing
activity - without waiting for quarterly
recalibration.

One top-tier servicer that integrated
borrower-level behavioral data into

its prepay models saw its portfolio
runoff projections adjust by 6% within
the first two weeks - long before the
movement appeared in standard MSR
reports.

Here's where the value shows up
operationally:

® Retention accuracy: Al pinpoints
where retention offers actually make
sense - and where they'll waste
margin.

® Hedge performance: Updated
exposure data can tighten hedge
ratios before volatility hits.

e Cash flow forecasting: Servicing
income projections adjust
dynamically to borrower and market
trends, reducing over- or under-
hedging risk.

cINne DOT Al

This isn't about replacing analysts - it's
about giving them models that keep

up with the rate of change in borrower
behavior. Al doesn’t remove judgment; it
refines where it's applied.

At Nexval.ai, we help servicing and
portfolio teams integrate adaptive Al
modeling into existing MSR and loss
mitigation systems - so data doesn't just
report what's happened, it informs what to
do next.
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Decision Layer:
When to Trust the Model and When to Step In

Every MSR team runs models that
forecast portfolio value, runoff, and
default exposure. The question isn't
whether the models are accurate - it's
whether they're trusted at the right
moments.

Al-driven analytics can now flag
regional refinance patterns, detect
borrower segments with rising
default probability, and predict loan-
level servicing cost shifts. But data
alone doesn't make the decision.

The inflection point - the “decision
layer” - is where automation hands off
to expertise.

Here's what that looks like in practice:

®* When to automate: Daily
recalculations of prepay curves,
delinquency probabilities, or escrow
sensitivity are ideal for machine
logic - high frequency, low context.

® When to override: Borrower
outreach triggers, MSR buy-sell
timing, or modification approvals
still rely on human context - policy
exceptions, litigation risk, or
reputational factors.

® What to monitor: Variance between
model forecasts and actual cash
flow behavior. A consistent 3-4%
miss rate often signals either stale
inputs or overfitting, not operational
failure.

cINne DOT Al

This layer - where models inform but don't
dictate decisions - is becoming the real
battleground for servicing performance.
The best-performing portfolios aren’t those
with the most automation, but those with
the clearest line of accountability between
what Al predicts and what humans
approve.
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Market Monitor:

What the Fed’s October Rate Cut Signals for Servicing
and MSR Portfolios

The Federal Reserve’'s October 2025
meeting brought the first rate cut
since early 2024 - a Y-point reduction,
setting the federal funds target range
to 3.75-4%. While small, the move
marks a policy pivot driven by two
signals: moderating job growth and
persistent inflation slightly above
target.

For mortgage servicing executives, the
implications are mixed.

® Prepay Speeds: With mortgage rates
still well above pandemic-era lows,
prepayment activity is expected
to remain muted stabilizing MSR
valuations in the short term.

® Funding Costs: A lower fed funds
rate eases short-term financing
for servicers relying on warehouse
lines or credit facilities, potentially
improving liquidity margins.

¢ Inflation Outlook: The Fed
acknowledged inflation “remains
somewhat elevated,” suggesting rate
reductions will be gradual keeping
long-term yields and mortgage rates
relatively steady rather than sharply
lower.

Two dissenting votes reflected an
unusual split: one governor preferred
a deeper cut of 50 bps, another
wanted no change at all. That divide
underscores the policy uncertainty
servicers must now price into both
MSR valuations and hedge strategies
over the coming quarter.

cINne DOT Al

With the balance sheet runoff concluding
by December 1, MBS reinvestments into
Treasuries could modestly affect spreads,
offering incremental relief to funding
conditions but not a structural change in
mortgage rate dynamics.

Takeaway for Servicers and MSR Holders:

Now is the time to model multiple rate
paths rather than anchor to a single
assumption. While lower short-term rates
may bring liquidity relief, the long end of
the curve, and thus, servicing valuations,
remains tied to inflation expectations.
Predictive modeling and dynamic hedging
strategies that can stress-test portfolio
performance across rate scenarios are
becoming less of a luxury and more of a
necessity.
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Tech Brief

Model Drift in MSR Valuation Algorithms

MSR valuation models are built on

the assumption that prepayment,
delinquency, and servicing cost
behaviors follow predictable patterns
tied to rate movements and loan
characteristics. But as origination slows
and credit profiles tighten, the variables
that once held steady are starting

to drift - often without notice until
valuations move off target.

The issue isn't accuracy at deployment.
It's what happens six months later,
when portfolio mix, loan age, and macro
inputs start to shift faster than model
recalibration cycles.

Where Drift Occurs
1. Feature Distribution Shifts:

Inputs like borrower FICO and LTV have
moved outside historical bounds as
new production declines and existing
portfolios season. Models trained on
pre-2023 data tend to overweight rate
sensitivity and underweight behavioral
factors.

2. Target Leakage:

When historical datasets include
delinquency or payoff events that
were influenced by pandemic-era
policies, the resulting correlations
inflate predictive confidence - leading
to systematic valuation bias in lower-
balance pools.

3. Structural Decay:

Time-based variables (loan age,
geography, occupancy) behave
differently in slow-refi environments.
Without scheduled retraining,
coefficient weights from older regimes
skew projected cash flows and excess
servicing spread estimates.

cINne DOT Al

N\

4. Cross-Model Feedback Loops:

Many servicing platforms now integrate
predictive outputs directly into capital
allocation or loss-mitigation triggers.
When one model drifts, it quietly
propagates bias downstream into
unrelated workflows - especially those
managing hold/sell decisions.

Practical Mitigation Steps

e Continuous Data Monitoring:
Implement statistical drift detection
between production and reference
datasets to flag changes in feature
distributions.

® Shadow Valuation Models: Run a
parallel benchmark model (simpler
regression-based) to monitor deltas in
predicted vs. realized cash flows.

® Event-Triggered Recalibration: Instead
of time-based retraining, use thresholds
- such as 25 bps rate movement or 5%
shift in weighted-average coupon - to
prompt model refresh cycles.

® Human-in-the-Loop Validation:
Model oversight teams should review
regional MSR pool performance
monthly, correlating model error with
geographic or servicer-level variances.

Small drifts can quietly compound into
multi-million-dollar mispricing across a
national portfolio. Detecting them early
is less about rebuilding models and
more about monitoring the operational
context they runin.

At Nexval.ai, we design and validate
machine learning models for servicing
and default operations - with audit-
grade traceability and continuous

drift monitoring. To discuss how these
practices can be integrated into your
valuation or analytics environment, you
can schedule a technical discussion here.
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Industry Report
Digest

® MISMO has published Version 3.6.2 primarily sustained by significant
of its Reference Model to ensure its growth in median earnings (up 3.2%
standards continue to evolve with year-over-year).

market needs. This update is a minor
release containing only additive
changes, meaning existing technical
solutions should not require any
adjustments to remain compliant.
The primary enhancements include
new data support for the Loan
Boarding Data Segment, expanded

e Segment Trends: Affordability improved
across major loan types (FHA and
Conventional) and for all tracked
demographic groups (Black, Hispanic,
and White households). The median
payment for mortgages on newly built
homes (Builders’ PAPI) also decreased to

options for Credit Score Models $2162.

and Credit Report Types, and the o Geographic Extremes: The states
addition of the Automated Valuation with the worst affordability (highest
Model (AVM) Common Confidence PAPI) were primarily in the West and
Score Rate. Furthermore, the release Southwest (Idaho, Nevada, Arizona),
adds support for the Housing while the most affordable states
Counseling Dataset and the VA (lowest PAPI) included Louisiana and
Loan Disbursement Form. Overall, Connecticut.

Version 3.6.2 maintains backward

compatibility while providing the The MBA anticipates this trend of stronger
industry with the necessary tools, affordability to continue into 2026 as
including the XML schema, YAML mortgage rates stabilize and home prices

files, and the Logical Data Dictionary, remain flat, leading to slightly stronger
to support critical business processes housing demand.

and innovation.
e The CFPB officially rescinded its July

e Homebuyer affordability improved 2024 rule that required nonbank financial
for the fourth consecutive month Companies to register certain agency
in September 2025, driven by lower and court orders with the Bureau. This
mortgage rates and an increase in decision was based on a cost-benefit
housing supply. The national median  gnalysis which concluded that the
mortgage payment applied for by speculative benefits of the registry did
purchase applicants decreased to not justify the significant regulatory and
$2,067, down from $2,100 in August. financial burdens imposed on nonbank
entities. The CFPB determined the rule
* PAPI Index Drop: The key was largely duplicative and unnecessary,
affordability indicator, the national noting that the required information was
PAPI, decreased by 1.6 percent to already publicly available and that other
155.0. Since a lower PAPI number federal and state agencies already possess
indicates better affordability, this enforcement power. The rescission is
reflects a positive trend. intended to relieve administrative burden

on nonbank entities, particularly smaller
ones, and align the Bureau's strategy
toward more effective, streamlined
consumer protection measures.

e Key Drivers: While median
mortgage payments were up
slightly (1.3%) compared to a
year ago, this improvement was
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Al Across Industries
IBM'’s Predictive Maintenance in Aviation

Aircraft engines might seem far removed from mortgage portfolios - but the logic
behind managing both isn't all that different. In aviation, an aircraft on the ground
means lost revenue and rising maintenance costs. For servicers, a mispriced or
mistimed MSR sale carries the same operational risk. The variable is different, but
the principle is the same: predict before it costs you.

Train, validate, tune,
and deploy AI models.

[} Al <3 Al = AL

[ Customize your journey & Experiment with Build machine learning Prepare and visualize data
foundation models models automatically
and build prompts

with Prompt Lab with AutoAT with Data Refinery

Prompt Lab

Sample prompts

Risk assessment
My controls by status W High(6)

21

B Nt datermined (12)

IBM’s Watsonx loT for Aviation platform brings that idea to life. Airlines feed in
terabytes of flight data - engine temperature, vibration, weather exposure, and
maintenance logs. Al models trained on this information identify early indicators
of potential failure, flagging parts that need service before they cause costly
downtime. Instead of following a fixed maintenance schedule, airlines can now
make condition-based decisions - repairing only when data suggests it's needed.

How it Works:

e Machine learning models correlate environmental data (temperature, humidity,
flight paths) with part degradation rates.

® Predictive analytics assigns a “remaining useful life” score to each component.

* Maintenance schedules update dynamically across fleets, balancing safety with
cost efficiency.

Mortgage Takeaway:

MSR portfolios, much like aircraft engines, generate continuous performance
signals - delinquency trends, prepayment rates, and call activity. A predictive layer
on top of this data can help servicers decide when to retain, transfer, or hedge
portions of their portfolio. The point isn't automation for its own sake - it's using
the right indicators early enough to act before value erodes.

2INe DoT Al O T
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Upcoming Event to Add to Your Calendar!

National Property Preservation Conference 2025
November 17-19, 2025 | MGM National Harbor Hotel & Casino | Washington D.C.

NPPC 3¢ 2025

NOVEMBER 17-18 WASHINGTON D.C.

The NPPC 2025 gathers preservation leaders, field vendors, and practitioners for
sessions on best practices, regulatory changes, and practical tech applications. It's
a focused forum for comparing vendor capabilities, testing inspection tools, and
picking up operational tactics that reduce hold times and improve documentation
quality.

Why Attend

e Actionable sessions: Focused discussions on inspection standards, vendor
oversight, and property preservation best practices you can apply immediately.

* Regulatory clarity: Direct updates on compliance and investor expectations that
affect day-to-day preservation work.

e Tech in practice: Demonstrations of image intelligence, mobile inspection tools,
and workflow automation improving turnaround times.

e Peer learning: Candid exchanges with servicers and preservation firms to
benchmark costs, timelines, and field performance

cINne DOT Al
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nexval.ai
The Big Picture

At Nexval.ai, we leverage Al to deliver
customized solutions tailored to your
industry’s unique needs.

We're not just about technology

- we're about partnership. We
collaborate with your team to
understand your processes and goals,
ensuring a seamless transition and
ongoing optimization.

Partner with us as Affiliates to bring
Al-driven automation and cloud
solutions to servicers-reducing costs,
improving compliance, enhancing
borrower experiences, and creating
new revenue opportunities for your 4
business.

Our expertise spans mortgage

and financial services, with a focus :

on automation, IT, BPO, customer SRR R T
service, risk management, and Al- S T e N S} S @
driven process optimization. .

Let's transform your business with ! " «*
intelligent automation and data-
driven strategies.

Innovation meets insight: Curated mortgage intelligence for an industry in
constant motion. Let's mortgage-better with Al.

Let's Connect: US Headquarters:

Press/Media: pr@nexval.ai Nexval, Inc,
Zine Dot Al Team: info@nexval.ai 1101 Brickell Avenue South Tower,
Marketing: marketing@nexval.com 8th Floor Miami, FL 33131

Phone: (786) 206-9056,

Fax: (888) 462-4823

Follow us on:

inJo
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