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This information is, to the best of CMG MIôs belief after a 

reasonable inquiry, accurate as of the date of posting. CMG MI 

assumes no responsibility to update this information; and viewers 

should undertake their own due diligence to obtain and confirm 

updated and/or supplemental information. In any event, CMG MI 

does not warrant or represent the accuracy or currency of the 

statistical or other numeric data contained herein.  Numerical and 

monetary data are approximate and are for general illustrative 

purposes only. Advice and recommendations contained are 

intended for general guidance and information purposes only and 

may not be relevant or applicable to any particular loan or other 

transaction in which the viewer may be involved.
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Since mortgages use considerable 

capital (deposits) itôs important to ask:
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Are Deposits like:
ÅWater? 

ïVirtually unlimited in supply

ïThe price little influenced by the amount 

acquired

Or are they more like:
ÅBluefin Tuna Bellies (O-Toro)? 

ïLimited in supply (and delicious)

ïThe price determined at auction and 

influenced by the amount acquired
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What happened to this Credit Unionôs 

ROA?  

Dec-03 Dec-04 Dec-05 Dec-06 Sep-07

CAPITAL ADEQUACY

  Net Worth/Total Assets 10.19 10.71 11.11 10.74 10.53
  Net Worth/Total Assets--Including Optional 

Total Assets Election (if used) 10.19 10.71 11.11 10.74 10.53

  Total Delinquent Loans / Net Worth 1.96 4.53 7.24 6.51 5.67

  Solvency Evaluation (Estimated) 112.06 112.55 112.64 112.43 112.43

  Classified Assets (Estimated) / Net Worth 4.47 4.45 4.74 5.97 6.57

ASSET QUALITY

  Delinquent Loans / Total Loans 0.32 0.72 1.08 0.90 0.75

  *Net Charge-Offs / Average Loans 0.49 0.49 0.56 0.63 0.74  Fair (Market) HTM Invest Value/Book Value 

HTM Invest. 103.16 99.29 98.29 98.65 99.62

  Accum Unreal G/L On AFS/Cost Of AFS 0.14 -0.49 -2.11 -1.37 -0.63

  Delinquent Loans / Assets 0.20 0.49 0.80 0.70 0.60

EARNINGS

  *Return On Average Assets 0.82 0.90 0.72 0.53 0.45

  *Gross Income/Average Assets 6.82 6.45 6.73 7.79 7.89

  *Yield on Average Loans 6.91 6.42 6.31 7.08 6.95

Note: Results have been disguised.  For illustrative purposes only. 
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Its mortgage portfolio grew quickly in an 

attempt to increase assets

Dec-03 Dec-04 Dec-05 Dec-06 Sep-07

ASSETS:

  Cash & Equivalents 36,008,077 42,437,958 23,088,533 37,269,734 23,375,834

TOTAL INVESTMENTS 181,190,675 148,862,975 127,162,383 128,367,516 125,926,591

  Loans Held for Sale 929,024 156,480 168,000 0 0

  Real Estate Loans 196,207,732 205,938,536 246,707,803 348,944,992 396,159,698

  Unsecured Loans 61,774,406 67,192,776 74,059,736 90,899,445 97,863,769

  Other Loans 153,912,550 188,217,594 202,647,732 228,252,096 231,815,013

  TOTAL LOANS 411,894,688 461,348,906 523,415,271 668,096,533 725,838,480

  (Allow. Ln & Lease Losses) (3,002,969) (3,251,881) (3,704,760) (5,541,615) (6,289,159)

  Land And Building 11,735,517 11,297,318 10,859,118 11,368,449 10,371,146

  Other Fixed Assets 4,005,175 3,355,205 3,323,750 3,609,665 4,239,967

  NCUSIF Deposit 4,996,516 5,174,916 5,314,377 6,450,444 6,523,326

  All Other Assets 10,896,702 12,942,318 13,433,075 13,845,115 18,848,761

    TOTAL ASSETS 658,653,405 682,324,195 703,059,747 863,465,841 908,834,946
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And it stopped selling mortgages

Dec-03 Dec-04 Dec-05 Dec-06 Sep-07

* OTHER REAL ESTATE (Granted)

* Closed End Fixed Rate 11,804,414 17,474,286 34,889,771 46,523,681 29,767,921

* Closed End Adjustable Rate 0 0 0 0 0

* Open End Adjustable Rate (HELOC) 5,722,701 6,999,070 3,386,454 3,285,501 1,765,177

* Open End Fixed Rate and Other 0 0 0 0 0

* TOTAL OTHER REAL ESTATE GRANTED 17,527,115 24,473,356 38,276,225 49,809,182 31,533,098

* TOTAL RE (FIRST AND OTHER) GRANTED 156,997,180 92,278,487 112,512,453 142,748,875 102,739,009

%(Total Fixed Rate RE Granted YTD/Total Loans 

Granted YTD) 56.60 35.90 38.97 49.84 46.61

RE LOANS SOLD/SERVICED

* First Mortgage R.E. Loans Sold 81,873,921 34,611,611 20,496,085 1,203,450 4,510,050

%(First Mtg RE Loans Sold/ First Mtg RE Loans Granted) 58.70 51.05 27.61 1.29 6.33
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Most of the loan growth was in fixed-

rate mortgages

Dec-03 Dec-04 Dec-05 Dec-06 Sep-07

REAL ESTATE LOANS OUTSTANDING:

First Mortgages

   Fixed Rate > 15 years N/A 70,165,380 82,118,081 140,879,233 178,547,567

   Fixed Rate 15 years or less N/A 53,110,050 45,958,501 51,639,708 52,722,911

   Other Fixed Rate N/A 0 0 0 0

Total Fixed Rate First Mortgages 140,690,658 123,275,430 128,076,582 192,518,941 231,270,478

   Balloon/Hybrid > 5 years N/A 3,281,681 4,796,164 5,766,477 5,708,091

   Balloon/Hybrid 5 years or less N/A 20,215,877 36,337,452 42,172,218 45,416,974

Total Balloon/Hybrid First Mortgages N/A 23,497,558 41,133,616 47,938,695 51,125,065

   Adjustable Rate First Mtgs 1 year or less N/A 4,073,883 3,613,948 3,516,734 2,050,406

   Adjustable Rate First Mtgs >1 year N/A 0 0 0 0

Total Adjustable First Mortgages 14,801,194 4,073,883 3,613,948 3,516,734 2,050,406

TOTAL FIRST MORTGAGE RE LOANS OUTSTANDING155,491,852 150,846,871 172,824,146 243,974,370 284,445,949

Other Real Estate Loans

  Closed End Fixed Rate 17,354,518 25,437,863 45,851,444 74,117,942 84,947,690

  Closed End Adjustable Rate 0 0 0 0 0

  Open End Adjustable Rate (HELOC) 23,361,362 29,653,802 28,032,213 30,852,680 26,766,059

  Open End Fixed Rate and Other 0 0 0 0 0

TOTAL OTHER REAL ESTATE OUTSTANDING 40,715,880 55,091,665 73,883,657 104,970,622 111,713,749
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It was experiencing increased defaults

Dec-03 Dec-04 Dec-05 Dec-06 Sep-07

REAL ESTATE LOAN DELINQUENCY

1st Mortgage Fixed/Hybrid/Balloon Loans Delinquent > 2 Mo / Total 

1st Mtg Fixed/Hybrid/Balloon Loans 0.00 0.00 0.10 0.05 0.20

1st Mortgage Adjustable Rate Loans Delinquent > 2 Mo / Total 1st 

Mtg Adjustable Rate Loans 0.00 0.16 0.00 0.02 0.00

Other Real Estate Fixed/Hybrid/Balloon Loans Delinquent > 2 Mo / 

Total Other RE Fixed/Hybrid/Balloon Loans 0.15 0.17 0.18 0.10 0.47

Other Real Estate Adjustable Rate Loans Delinquent > 2 Mo / Total 

Other RE Adjustable Rate Loans 0.09 0.09 0.00 0.00 0.09

Interest Only and Payment Option First Mortgage Loans Delinquent 

> 2 Mo / Total Int Only and Pmt Opt First Mtg Loans N/A N/A N/A N/A 0.00

Total Real Estate Loans DQ > 1 Mo / Total Real Estate Loans
0.92 1.90 1.87 2.53 3.69

Total Real Estate Loans DQ > 2 Mo / Total Real Estate Loans
0.07 0.05 0.10 0.06 0.25
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Case Study: Letôs consider what may 

have happened

ÅWhat accounted for the Credit Unionôs:

ïAsset growth and choice to curtail loan sales?

ïHigher composition of fixed-rate mortgages?

ïIncreased default rates?

ïDeclining ROA?

ÅWhat risks does the strategy expose it to?



Booking loans requires capital, which is 

a scarce resource
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ÅCapital is acquired through a highly-efficient global 

auction 
ïThere are numerous playersðmany of them in cyberspace

ïAll are pitching investment offerings of countless design

ÅTo acquire more, you have to outbid other competitors

ÅMortgage selling is a way to regulate liquidity needs
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Selling loans is like using the same 

capital over again
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Å Aliceôs Restaurant turns its tables 

an average of 3 times each lunch 

hour at $50 per turn  

Å How much does Alice gross per 

table per lunch hour?

Å How much would she earn if her 

table turns increased to 4 times?

Å In this way, the rate by which tables 

turn is crucial to the success of a 

restaurant

Is it possible to increase capital turn?


