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Right to Survive

• Barings Bank – 1762 - 1995

• Arthur Anderson 1913 – 2002

• Lehman Brothers 1847 – 2008

• General Motors 1908 – 2009

• AW Faber 1761 – 1976
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• AW Faber 1761 – 1976

• Swiss watch manufacturers

Long Term Capital Management; Taylor, Bean 

& Whittaker; Enron; FHLMC; FNMA

1/3 Fortune 500 are gone > 20 years

Average lifespan of largest = 40 years



Agenda

• Originations

• Secondary
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• Servicing



Originations - Present 
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Origination - Homeownership

Avg = 65.3%
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Origination –
Unemployment Rate 

www.fmsinc.org | 800-ASK-4FMSOnly we specialize in you!

Source Bloomberg



Origination - QRMs
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Return of Other Investors?



Originations –
Population Growth
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Source: US Census Bureau



Originations – Demographics 
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Source: US Census Bureau



Originations –
Pull through Volatility is Down

Broker/Borrower behavior models of past 

do not properly predict magnitude of pull-

through volatility

– Narrow range of products
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– Demise of the broker

– Stricter underwriting guidelines

– Decreasing portability of appraisals

– High correlation between loan with post-lock 

data modifications and pull-through

Source:



Originations –
Trends/Observations

Banks are lending but few are borrowing

• Increased underwriting standards
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• Housing demand down

• Exotic mortgages less popular



Originations –
Trends/Observations

Balance sheet compositions are changing
3/31/2011 3/31/2010 12/31/2010 12/31/2009 12/31/2008

Percent of Average Assets

Loans Held For Sale 0.08          0.06          0.09            0.08            0.05            

Loans Not Held For Sale 61.82        64.45        63.72          65.98          66.80          

Less: LN&LS Allowance 1.09          1.07          1.07            0.98            0.86            
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Source: FFIEC Peer Group Average – All banks

Less: LN&LS Allowance 1.09          1.07          1.07            0.98            0.86            

Net Loans & Leases 61.01        63.61        62.97          65.26          66.16          

Interest-Bearing Bank Balances 5.11          4.04          4.49            2.88            1.17            

Federal Funds Sold & Resales 1.63          1.82          1.70            2.08            2.98            

Trading Account Assets 0.04          0.05          0.05            0.07            0.08            

Held-to-Maturity Securities 1.17          1.25          1.21            1.34            1.42            

Available-for-Sale Securities 17.16        15.52        16.01          15.24          15.15          

Total Earning Assets 91.50        91.35        91.39          91.63          91.83          



Originations –
Trends/Observations

Balance sheet compositions are changing

3/31/2011 3/31/2010 12/31/2010 12/31/2009 12/31/2008

Percent of Average Assets

Liabilities
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Source: FFIEC Peer Group Average – All banks

Liabilities

Demand Deposits 10.86        9.98          10.25          9.83            9.98            

All NOW & ATS Accounts 9.01          8.45          8.61            7.98            7.57            

Money Market Deposit Accounts 12.45        11.63        11.82          10.93          10.50          

Other Savings Deposits 9.66          8.79          9.15            8.36            7.91            

Time Deps At or Below Insurance Limit 32.13        28.19        31.16          23.16          23.90          

Time Deps Above Insurance Limit 4.04          10.49        6.81            16.19          15.22          

Fully Insured Brokered Deposits 1.42          1.77          1.65            2.07            2.10            

Deposits in Foreign Offices 0.13          0.12          0.13            0.12            0.13            

Total Deposits 84.58        83.62        83.77          82.49          81.20          



2010 JD Powers Mortgage 
Origination Customer
Satisfaction Survey
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Source: J.D. PowersSource: J.D. PowersSource: J.D. PowersSource: J.D. Powers



Secondary –
New Originations
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Secondary – Seasoned Portfolios
Whole Loans vs Securities

• Improved liquidity

• Higher risk-based capital ratios  

• Higher return on risk-based equity 

• Redeploy freed-up capital 
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• Redeploy freed-up capital 

• Greater servicing value

• Lock in credit risk

• Facilitates Asset/Liability Management



Servicing - Worth?
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Servicing Values - SRPs

• Little to no change over time
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• Little to no change over time

• Variation by state

• No variation by credit …..

Source: www.L1Loans.com



17 Largest Lenders
Rate Sheet Pricing

But … no variation in SRPs
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Source: www.L1Loans.com



Servicing Values –
FNMA IO Multiples
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Source: Level 1 Loans



Servicing Values from 10Qs
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Servicing Risk -
Interest Rates are Volatile
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MSR Interest Rate Risk –
Prepays

Embedded options to prepay Mortgage 
Loans (without penalty) create uncertain 
cash flows

• Unlike mortgages, MSRs gain value when 
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• Unlike mortgages, MSRs gain value when 
rates rise

• Prepayments are hard to predict

• Examiners often scrutinize prepay 
assumptions used in valuation models



MSR Interest Rate Risk –
Prepays

Estimating MSR Prepays

• Generate predictions based on 

historical data

• Forecast speed changes in different 
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• Forecast speed changes in different 

rate simulations

• Understand underlying loan 

characteristics



MSR Interest Rate Risk –
Prepays

Application of Prepay Estimates & Effects 

of Recent Financial Turbulence

• Understand the market

• Test and document the assumptions 
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• Test and document the assumptions 

• Update assumptions as conditions 
change

• Acknowledge changing borrower and 
lender behaviors



MSR Interest Rate Risk –
Prepays

www.fmsinc.org | 800-ASK-4FMSOnly we specialize in you!



MSR Interest Rate Risk –
Prepays
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MSR Interest Rate Risk - IRR
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Servicing - Credit Risk
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Source: Level 1 Loans



Servicing – Repurchase Risk
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MSR – PD% Risk
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MSR – LGD% Risk
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• MSAs <= 10% of tier 1 capital

• 1,137 of 7,941 banks Have MSAs

MSR – Basel
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• 67 exceeded 10% (ignores other intangibles)

• These 67 has excess MSAs of $25B ($3.0T)

• Phased implementation
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2010 JD Powers
Mortgage Servicing 
Customer Satisfaction Survey
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Source: J.D. PowersSource: J.D. PowersSource: J.D. PowersSource: J.D. Powers

Was 
810 in 
2006



Managing in Turbulent Times: 
Peter Drucker
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Valuation Services & Software 

compliant with FAS 157 / ASC 820 

Market --- Economic ---

Liquidation  --- Prepay & ALLL

Analyses
Securitizations, Due Diligence     

Overview
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Securitizations, Due Diligence     

& Repurchase Request Defense

Our practice focuses on:

• Residential Mortgages

• Reverse Mortgages

•Multifamily Loans

• Servicing Rights
www.L1Loans.com



Risk Management Services and Consulting
Asset/Liability Management  --- Financial Risk Measurement --- Model Review 

Securitizations, Due Diligence & Repurchase Request Defense
Seasoned Mortgage Loan portfolios

Overview

www.fmsinc.org | 800-ASK-4FMSOnly we specialize in you!

Our practice focuses on:
• Interest Rate and Market Risk Reporting and Consulting

• A/L Model Validation and Back Testing

• A/L Model Implementations

• Non-maturity Deposit  and Prepay Speed Studies

BVelligan@VelliganBlaxall.com www.VelliganBlaxall.com


