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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.



Agenda

ÅSecondary marketing as a tool for:

ïLiquidity

ïEarnings enhancement

ÅProfitability by Delivery Channel

ÅRisks by Delivery Channel
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Loan sales reduce the pressure on deposits, 

which are scarce resources
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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



Loan sales also create non-interest income 

and enhance returns
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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?
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Selling loans is like turning capital

Cash
Loan 

Production

Service 

Fee

Interest 

Rate

Yield on 

10 mil.
Sales

$10,000,000 $10,000,000 0.000% 7.000% 7.000% $10,000,000

$10,000,000 $10,000,000 0.250% 7.000% 7.250% $10,000,000

$10,000,000 $10,000,000 0.250% 7.000% 7.500% $10,000,000

$10,000,000 $10,000,000 0.250% 7.000% 7.750% $10,000,000

$10,000,000 $10,000,000 0.250% 7.000% 8.000% $10,000,000

$10,000,000 $10,000,000 0.250% 7.000% 8.250% Pending
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Assume the following costs for a Credit 

Union:

Assumptions used for this sample transaction are as follows:

30 Year Fixed Rate Loan Life of Loan (Years) 5                                

Interest Rate 5.75%

Funded Loan Balance 250,000$                   Direct Origination Costs per Loan 1,000$                       

Monthly Payment 1,459$                       Sales Commission (BPs) 50                              

Indirect Costs per Loan 500$                          

Cost of Funds 2.00%

Normal servicing fee (BPs) 25                              

Pipeline Hedge Costs and Hedging Gains are BreakevenAncilliary Servicing Revenue/Loan per Year 15$                            

Servicing Costs/Loan per Year 75$                            

Secondary SRP 1.50% Loan Turns per Year (Times) 24                              

Secondary Pricing Gain 0.25%

Total Gain 1.75% MSA Hedging Costs (BPs) 10                              

Assumptions for Comparison:
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Portfolio Lending: The Underlying Economic 

Levers

Key Takeaways:

ÅMost important 

earningôs lever is 

Interest Spread over 

Cost of Funds

ÅBut locking in a 

spread does not 

guarantee a return

ÅInterest rate risk

ÅCredit risk

ÅCommits capital for 

an extended period 

ÅPeriod is unclear

ÅPrepayment or 

extension risk
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Servicing Released: The Underlying 

Economic Levers

Key Takeaways:

ÅMost important 

earnings lever is 

Sales Premium less 

Direct Costs

ÅDoes not commit 

capital for an 

extended period

ÅGenerates non-

interest income

ÅAll revenues and 

costs are booked 

immediately 

ÅRisks are different 

than for portfolio 

lending

ÅNo prepay risk

ÅLimited credit risk

ÅPipeline risk

ÅCross sell by 

servicer

ÅRepurchase

ÅSensitive to volume
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Servicing Retained: The Underlying 

Economic Levers

Key Takeaways:

ÅMost important 

earnings levers are:

ÅServicing 

Revenue less 

Direct Costs

ÅLife of asset

ÅDoes not commit 

capital for an 

extended period

ÅGenerates non-

interest income

ÅCapital is 

released quickly, 

but earnings 

stream continues

ÅMSA is amortized, 

affecting timing of 

cash flows

ÅPrepayment risk 

limited to MSA

ÅLimited credit risk

ÅPipeline risk
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