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1 Introduction

The manual handling of documents in the Australian mortgage settlement process remains the
biggest hindrance to mortgage settlement efficiency.

All parties involved in the mortgage industry from brokers to lenders and conveyancers, and
ultimately the borrower, not only want but need a more time efficient process, with more
transparency between parties regarding the status of a mortgage application and resulting
conveyance.

The first home buyer demand spike starting in late 2008, continuing through 2009 further
highlighted the need for a settlement efficiency review. The mortgage application process was not
scaleable, therefore the increased demand pushed out the timeline for the complete mortgage
approval process.

This volume jump further highlighted the bottlenecks in the settlement process, especially
frustrating brokers with ever extending mortgage application timelines, as lenders focused on
internally originated loans first.

LIXI 2009 white paper: focus

LIXI engaged financial intelligence firm brandmanagement with the primary objective to help them
understand:

e The potential cost or time changes for a major lenders mortgage settlement, should a
national electronic conveyancing system be fully operational with full take-up

e Major benefits for different industry participants if the mortgage settlement process was to
be improved

Secondary objectives include information on:

e Projects underway, or being considered by the major lenders, to improve the home loan
settlement process internally

e Views on the performance of LIXI representing members, including communication, areas
for improvement and the major benefits of membership

This paper will focus solely on the mortgage settlement cost changes.
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2 Methodology

Two main information sources were used for the LIXI 2009 white paper, with the first a series of
interviews with senior personnel ranging from major lenders, to brokers, software providers and
industry bodies involved in the Australian mortgage settlement process.

Secondly, a survey was established and invited both LIXI and non-LIXI members to participate in
providing their view on the potential cost or time changes should a national electronic
conveyancing system be fully operational in Australia. In addition, this survey allowed respondents
to provide feedback on the operations of LIXI.

To collate the opinions of different parties involved in the Australian mortgage settlement process,
respondents were asked to identify which part of the industry they represent.

These included:

Lending

Software or Service Provider
Valuation

Mortgage Insurance

Solicitor or Conveyancing
Mortgage Broking or Aggregation
Document Management
Government Department

Industry Body

A major focus for the survey was to collate information from different groups estimating the
average settlement cost, including re-work, from the Mortgage Preparation step through to
Registration, for a major Australian lender.

The next step then considered if a national electronic conveyancing system was fully operational,
would this cost change.
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Summary of major findings

Lenders interviewed for this research paper had a very similar estimation for the internal
mortgage settlement cost for a major lender, with non-lender groups having a much
higher cost estimation

All lenders interviewed mentioned internal re-engineering projects are underway to
improve some part of the home loan settlement process, with the biggest internal project
time frame estimated to be between two and five years

With lenders already conducting internal mortgage efficiency projects, the emphasis for
the cost savings of a national electronic conveyancing system becomes less important, as
internal lender cost efficiencies generated would provide a competitive advantage over
other lenders

General opinion on a national electronic conveyancing system

Opinion on a national electronic conveyancing system is varied, with some respondents
saying there will be no cost savings for major lenders, while the majority consider a cost
saving towards 20 per cent is achievable from the Mortgage Preparation step to
Registration

Non-lender groups had a higher cost saving estimation from a national electronic
conveyancing system, with the group Mortgage Broking and Aggregation averaging 30
per cent and Software or Service Provider group 40 per cent. These groups also had a
higher cost estimation for the major lender internal settlement cost

A national electronic conveyancing system and mortgage re-work

The Stamping and Registration steps potentially could be straight through processed with
a fully operational national electronic conveyancing system

Lenders agree re-work is required in the region of 20 to 33 per cent of all loans from the
Mortgage Preparation stage to Registration, with some of this re-work quick and
inexpensive to conduct

A national electronic conveyancing system potentially could remove up to a third of re-
work required from the Mortgage Preparation step to Registration

Levels of re-work are dependent on the lenders definition of the process, and are quite
likely to be due to factors other than data, input accuracy or completeness
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4  Economics of adoption

Research gained from the interview process identified the average major bank internal lending
cost to be $450, including re-work, from the Mortgage Preparation stage to Registration,
approximately in line with analysis from the LIXI 2008 white paper ‘Enabling Efficiency’.

Interviewees estimated an average cost saving of 15 per cent per loan settlement should a
national electronic conveyancing system be fully operational with full take-up.

With an average loan settlement of $450, and the national electronic conveyancing system
estimated cost savings of 15 per cent, a loan settlement potentially could be $68 less, or $382.

A $45.8 million cost saving has been calculated using the above metrics, if a national electronic
conveyancing system had been fully operational for the year to June 2009, for all residential loans
in Australia.

Figure 1 — LIXI national electronic conveyancing system Working Model

Mortgage
Preparation Booking Settlement Stamping Registration Total
Average time taken (Hours) 5 1 1 1 1
Average internal cost ($'s) $48 $48 $48 $48 $48
Average settlement costs $240 $48 $48 $48 $48 $432
Average re-work time (Hours) 1
Average re-work cost ($'s) 60
Average re-work costs $60 $0 $0 $0 $0
Average re-work frequency 30%
Average re-work cost (all loans) $18 $0 $0 $0 $0 $18
Average loan settlement $450
Electronic conveyancing estimated
change -15%
Loan settlement under electronic
conveyancing $382
Electronic conveyancing potential
saving per loan -$68
Total mortgage settlements, FY09 678,457
Potential savings with electronic
conveyancing, FY09 -$45,795,848
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A national electronic conveyancing system cost savings variances

Using the above model, if a national electronic conveyancing system was able to make greater
savings to the internal cost of a lender, then the likelihood of the major lenders allocating funding
and human resources would increase dramatically.

Some respondents involved in this research considered a national electronic conveyancing
system could save up to 40 per cent, which would equate to a potential cost saving of $122 million
for all lenders during financial year 2009.

Others considered a 20 per cent saving, which would equate to $61 million for the same period,
with lower end estimates of 5 per cent, or a $15 million saving.

Figure 2 — Estimated national electronic conveyancing system cost savings with full take-up, financial year 2009
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A national electronic conveyancing system major lender business case

Banks operating in Australia, both Australian-owned and foreign, increased the outstanding value
of residential lending by $104 billion to $932 billion, for the year to June 2009.

Two lenders accounted for the majority of the increase.

Commonwealth Bank increased outstanding residential lending by $49.1 billion to $260 billion
(Bankwest contributes $5.3 billion) with Westpac Bank increasing $37.8 billion to $242 billion over
the same period (St. George contributed $6.7 billion).

= Commonwealth Bank 47% (45% after removing $2.25 billion GE Capital purchase)
=  Westpac Bank 36%

With the one assumption that lending growth by value would equate to lending growth by volume,
then the following total mortgage settlements for financial year 2009 can be calculated.

Figure 3 — Total mortgage settlements, financial year 2009

Total loans, year to June 2009 678,457
Commonwealth Bank share (45%) 305,306
Westpac Bank share (36%) 244,245

Figure 4 — Total mortgage settlements, financial year 2009

Total loan
settlements

700,000

600,000

500,000

400,000 -

300,000

200,000 ~

100,000 -+

Commonw ealth Bank Westpac Bank Total loans

LIXI 2009 white paper CoreData brandmanagement 8

T



A major lender national electronic conveyancing system saving of 15 per cent

With Commonwealth Bank settling around 45 per cent of mortgages during financial year 2009,
and Westpac Bank around 36 per cent, then these two major lenders would benefit most from a
fully operational national electronic conveyancing system.

Annual cost savings exceeding $20 million for Commonwealth Bank and above $16 million for
Westpac Bank could therefore be made.

If these two major lenders were to support the adoption of a national electronic conveyancing
system, then all lenders could potentially reduce their average mortgage settlement cost by using
the system.

Figure 5 — CBA and WBC projected annual cost savings, financial year 2009

Electronic conveyancing potential
saving per loan -$68

Total mortgage settlements, FY09 678,457

Potential savings with electronic

conveyancing, FY09 -$45,795,848
Total loans
Commonwealth Bank share (45%) 305,306
Total loans
Westpac Bank share (36%) 244,245
Lender annual cost saving
Commonwealth Bank share (45%) -$20,608,131
Lender annual cost saving
Westpac Bank share (36%) -$16,486,505

Figure 6 — CBA and WBC projected annual cost savings, financial year 2009
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A national electronic conveyancing system repayment timeline

For a major lender to become fully ‘national electronic conveyancing system compliant’, significant
internal funding would need to be allocated.

This research adopted a bank investment of $70 million, which was at the upper end of estimates
collected during the research interview process. However, given the potential cost savings, this
investment could be recouped very quickly.

Based on mortgage loan volumes from financial year 2009, Commonwealth Bank (3.4 years) and
Westpac Bank (4.2 years) would be able to repay a $70 million investment in establishing internal
structures to be fully compliant.

Once the establishment costs are repaid, the two major lenders would not only have a reduced
internal settlement cost, but also a more efficient process.

Figure 7 — CBA and WBC potential repayment timelines

Electronic conveyancing fully
operational bank investment $70,000,000
Commonwealth Bank year repayment 3.4
Westpac Bank year repayment 4.2

Figure 8 — CBA and WBC potential repayment timelines
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5 Incidental cost savings

The LIXI national electronic conveyancing system Working Model considered actual potential cost
savings for a major lender from the Mortgage Preparation step to Registration.

An additional benefit which is difficult to attribute specific cost savings is the ability to build better
communication between parties in the mortgage processing industry. This will ultimately enable
the parties to provide a better service to the end user, the borrower.

Interview comment, conveyancer;

The problem is the conveyancer has no idea as to the status of the booking, due to the lack of
communication. The communication shortfall may be due to the lender not deeming the task
important, with the problem continuing to deteriorate due to increased lender volumes, and
potentially staff reductions due to internal cost cutting.

A national electronic conveyancing system would theoretically solve the communication problem
between the lender and the conveyancer, as both parties would be able to login to review the
status of the mortgage settlement in the booking process.

A conveyancer may not always know which lender is being used, such as broker originated
mortgages.

If for instance there was a booking problem, the conveyancer would have to go back to the broker,
and then the broker to the lender.

This is all very time consuming, with this research identifying there is often a on hold time delay
when calling the lender of up to 20 minutes, which could be solved if a conveyancer could simply
log into a national electronic conveyancing system to review the settlement status.

With this system, improved communication is built between the conveyancer and the lender, and
the conveyancer and the borrower, creating a vastly more efficient and streamlined process.

Interview comment, broker group / aggregator;

A national electronic conveyancing system is essentially not very important for brokers or
aggregators, with the main potential benefits in the customer experience, and potentially having
mortgage commissions paid quicker.

The ‘customer experience’ mentioned is essentially being able to provide feedback to the
borrower on the status of their application, and although not a cost saving that can be easily
measured, the increased communication causes less communication back to the bank, therefore
reducing mortgage status enquiries.
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6 Conclusion

Universally it is agreed by parties involved in the mortgage settlement process that a fully
operational national electronic conveyancing system would in some way improve the mortgage
settlement process, either through time and cost efficiencies, or simply from the ability to obtain
borrower mortgage status information in a timely manner.

For the major bank lenders to embrace this, they need to be convinced that the above stated cost
savings can be made annually, and that this cost saving would be greater than the internal costs
and resources that would have to be allocated to effectively become ‘national electronic
conveyancing system compliant’.
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brandmanagement is an Australian based market intelligence and research consultancy
specialising in the financial services industry.

The group provides clients with market intelligence, guidance on strategic positioning, methods for
developing new business, advice on operational marketing and other consulting services.

brandmanagement prides itself in identifying market trends at the earliest opportunity and
formulating insightful quantifiable research that clients can use to help them stay ahead of the
market and better meet the day-to-day challenges facing their businesses.

Our focus is on bringing deep market knowledge to research and strategy development.

The group’s research is not just about information and data but at providing insight so clients can
develop strategies that work.

The brandmanagement team is a complimentary blend of experienced financial services,
research, marketing and media professionals, who together combine their years of industry
experience with primary research to bring perspective to existing market conditions and evolving
trends.
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Disclaimer

To ensure the privacy of the individuals conducting this research and to comply with privacy laws, no persons have been mentioned by
name and no personal details are contained within this document.

This document was compiled from primary research and other information at the time of writing.

The information is believed to be accurate however no representation or warranty, express or implied, is made by brandmanagement as to
its completeness, and it does not make any warranty to correct any information subsequently found to be inaccurate.

This document does not constitute investment advice or a business recommendation.
This document may contain the personal views, standards and opinions of the researchers and third party contributors.
The inclusion of this material is not an endorsement by brandmanagement

In all cases, people reading this material should attain appropriate professional advice in evaluating its accuracy, currency, completeness
and relevance for their purposes.

Brandmanagement disclaims any direct or indirect liability or costs arising from any reliance on the information contained within this
publication.

The information within this paper remains the express property of brandmanagement. It may not be reproduced in any form without express
permission.
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