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Residential Lending 

Then, Circa 1990Then, Circa 1990........
Homogeneous ProductsHomogeneous Products
Securitization Securitization -- Fannie / FreddieFannie / Freddie
Lenders / Brokers Lenders / Brokers -- smaller players smaller players 
Technology Technology -- (HP12c?)(HP12c?)
Subprime?Subprime?
Regulatory Issue Regulatory Issue -- Equitable Access to CreditEquitable Access to Credit
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Residential Lending

Diverse ProductsDiverse Products
MORE Securitization MORE Securitization -- Private LabelPrivate Label
Lenders / Brokers Lenders / Brokers -- significant players significant players 
Robust use of Technology Robust use of Technology 
Subprime!!Subprime!!
Regulatory Issue Regulatory Issue -- Too Much Access to Too Much Access to 
Credit?Credit?

Now Now -- 2007.....2007.....
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Securitization 

Frees additional capacity Frees additional capacity -- lenders lend lenders lend 
more, people borrow more.more, people borrow more.
Fuels the broker / lender boom.Fuels the broker / lender boom.
Model Model -- "Take Deposits "Take Deposits -- Make Loans" Make Loans" 
becomes "old school." becomes "old school." 
Securitization removes credit risk (ha ha!)Securitization removes credit risk (ha ha!)
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Securitization

GSE Securitizations as % of Mortgages Outstanding
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Brokers/ Non Bank Lenders

Brokers have access to multiple Brokers have access to multiple 
investors investors -- provides pricing flexibility.provides pricing flexibility.
Improving technology allowed better Improving technology allowed better 
pricing tools, faster credit decisions, and  pricing tools, faster credit decisions, and  
risk based pricingrisk based pricing..
Incentive structures creates a more Incentive structures creates a more 
"eager" originator."eager" originator.
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Brokers Become Big Players

71%Broker
1%Direct - Other
1%Direct - Internet

27%Retail
Subprime Only - 2005 H2

50%Broker
3%Direct - Other
2%Direct - Internet

45%Retail
All Loans - 2005 H2According to a 2004 study According to a 2004 study 

by Wholesale Access by Wholesale Access 
Mortgage Research & Mortgage Research & 
Consulting, Inc., there are Consulting, Inc., there are 
approximately 53,000 approximately 53,000 
mortgage brokerage mortgage brokerage 
companies that employ an companies that employ an 
estimated 418,700 estimated 418,700 
employees and originated employees and originated 
68% of all residential loans 68% of all residential loans 
inin the US in 2003.the US in 2003.

Source: Mortgage Bankers Association

Two Takes on Broker OriginationsTwo Takes on Broker Originations
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Technology

DU and LP "brings the bank" to the DU and LP "brings the bank" to the 
borrower.borrower.
Internet based banking allows for a Internet based banking allows for a 
24/7 application process24/7 application process
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Technology

The study showed that a The study showed that a quarter quarter of the lenders of the lenders 
studied "now originate studied "now originate more than halfmore than half of their loan of their loan 
volume via the online channel." volume via the online channel." 
Mortgagebot cited an August 2006 Forrester report Mortgagebot cited an August 2006 Forrester report 
showing the Internet as the fastestshowing the Internet as the fastest--growing channel growing channel 
for mortgages, with 70% of loan seekers going for mortgages, with 70% of loan seekers going 
online to shop for rates. online to shop for rates. 

Source: American Banker

Review of online lending practices and procedures 
implemented at more than 3,600 mortgage-lending websites 
maintained for its more than 700 clients nationwide.

2007 MortgageBot Study
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Heavy Use of Internet Advertising

Mortgage Lenders continue to advertise heavily on web.Mortgage Lenders continue to advertise heavily on web.
Nielsen/NetRatings Top 10 Web advertising included four Nielsen/NetRatings Top 10 Web advertising included four 
mortgage/financial advertisers from August, 2007.mortgage/financial advertisers from August, 2007.
Three increased ad budgets Three increased ad budgets ----

▲▲Countrywide Financial, which increased ad spending from $34.8 Countrywide Financial, which increased ad spending from $34.8 
to $35.4 millionto $35.4 million..
▲▲ Low Rate Source Low Rate Source 
▲▲ InterActiveCorp (parent of LendingTree.com), and InterActiveCorp (parent of LendingTree.com), and 

▼▼ExperianExperian
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Internet Advertising

Source: Nielsen 
As of August 2007
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Internet Marketing
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Web Advertising
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The Home as an ATM?

Nationwide home appreciation coupled Nationwide home appreciation coupled 
with ongoing favorable rate with ongoing favorable rate 
environment had people tapping into environment had people tapping into 
home equity like never before.home equity like never before.
A "mortgage" becomes, for the first A "mortgage" becomes, for the first 
time, not something you time, not something you have to gethave to get, , 
but something you but something you wantwant..
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Everybody Wants Some!

ConsumersConsumers want to tap into their home want to tap into their home 
equity.equity.
Brokers/LendersBrokers/Lenders want the fee income from want the fee income from 
the now frequent refinances.the now frequent refinances.
Investors,Investors, eager to take advantage of the US eager to take advantage of the US 
real estate market, tap into the higher real estate market, tap into the higher 
yielding subprime tranches. yielding subprime tranches. 

...or how subprime explodes.
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Subprime Originations
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Subprime and Private Label

Mortgage Related Issuance
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Who Buys MBS?

Table from UBS Presentation dated May 22, 2007

Notes: Mortgage-related securities, include all securities or debt obligations collateralized by either residential mortgages.  
Estimates are in italics and from Inside MBS & ABS based on available Federal Reserve Board data.

*Other investors include hedge funds, nonprofits, other groups, property/casualty insurers, and state/local government where MRS data is 
not available.

Investor Type $ bn % of Total $ bn % of Total $ bn % of Total $ bn % of Total $ bn % of Total
Commercial Banks 702.1       19.6        775.6       19.4         876.4       19.6          897.1       17.3         969.8       17.8         
Thrifts 209.7       22.4        206.5       5.2           234.3       5.2            242.6       4.7           242.9       4.5           
Federal Credit Unions 25.2         2.7          28.5         0.7           27.5         0.6            54.5         1.1           70.5         1.3           

Total Depository 937.0       26.2        1,010.6    25.2         1,138.2    25.4          1,194.2    23.0         1,283.2    23.5         

FNMA/FHLMC Portfolio 1,109.4    31.0        1,232.5    30.8         1,260.9    28.2          1,123.2    21.6         1,150.0    21.1         
Foreign Investors 235.0       6.6          285.0       7.1           490.0       11.0          802.0       15.5         850.0       15.6         
Mutual Funds 375.0       10.5        387.0       9.7           375.0       8.4            405.0       7.8           400.0       7.3           
Personal Sector 120.0       3.4          200.0       5.0           235.0       5.3            355.0       6.8           360.0       6.6           
Life Insurance Cos 235.0       6.6          240.0       6.0           265.0       5.9            285.0       5.5           300.0       5.5           
Public Pension Funds 95.0         2.7          120.0       3.0           152.0       3.4            180.0       3.5           190.0       3.5           
Private Pension Funds 90.0         2.5          105.0       2.6           115.0       2.6            160.0       3.1           175.0       3.2           
FHLB 96.4         2.7          97.9         2.4           113.1       2.5            122.3       2.4           127.8       2.3           
Securities Brokers/Dealers 40.0         1.1          35.0         0.9           50.0         1.1            95.0         1.8           115.0       2.1           
REITs 12.7         0.4          28.6         0.7           79.0         1.8            107.4       2.1           112.1       2.1           

Depository & Major Investors 2,408.5    67.4        2,731.0    68.2         3,135.0    70.1          3,634.9    70.0         3,779.9    69.3         

All other Investors* 230.2       6.4          261.9       6.5           201.2       4.5            360.0       6.9           387.5       7.1           

Total Outstanding 3,575.7    4,003.5    4,474.4    5,189.1    5,450.6    

Midyear 20062002 2003 2004 2005
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Subprime and Private Label

Mortgage Related Issuance
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So Why is This Important 
to New England 

Community Banks?
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New England Community Banks are 
Heavy Residential Lenders

Of top 150 community banks with largest first Of top 150 community banks with largest first 
mortgage portfolios, 60 are New England banks mortgage portfolios, 60 are New England banks 
as of 12/31/06as of 12/31/06
Of those top 150 banks, New England banks Of those top 150 banks, New England banks 
own 43.1% of all the first mortgages held.own 43.1% of all the first mortgages held.
NE has 13 of the top 22 institutionsNE has 13 of the top 22 institutions

Source: SNL Financial
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New England is Heavy in Savings Banks

* dollars in 000s

1.6%$    105,524,984 US

1.9%$         2,302,849 Washington

2.0%$            205,374 Alaska

2.1%$         4,513,425 New Jersey

2.8%$            535,471 Delaware

3.5%$         9,227,218 Pennsylvania

5.3%$         1,302,007 Rhode Island

7.6%$         1,785,085 New Hampshire

16.7%$       28,021,388 Massachusetts

19.5%$         4,486,579 Maine

22.3%$       18,912,679 Connecticut

2006

Top 10 States Ranked by % of Savings Bank Deposits 

Source: SNL Financial
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National Housing Appreciation Rates
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Rhode Island now has 5th-highest foreclosure rate in 
country. The highest state foreclosure rates is MI, 
down to 1%; ND has the lowest at 0.2%.
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First District 

Experiences
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1-4 Family Past Due Rates
The good news, is delinquency rates are still relatively lowThe good news, is delinquency rates are still relatively low
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First District Experiences

Home mortgage business volume is down.Home mortgage business volume is down.
Secondary market underwriting standards Secondary market underwriting standards 
have not changed.have not changed.
Real estate market is the pressing concern.Real estate market is the pressing concern.
Some consumer pullback due to subprime. Some consumer pullback due to subprime. 
Increasing commercial mortgage activity.Increasing commercial mortgage activity.
May be slow going for home mortgage May be slow going for home mortgage 
lending.lending.
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Fed Subprime Study 

All subprime loans made in Middlesex County, MA
1992-2006, over 2 million loans

30% of subprime hold more than one property.
18% subprime borrowers have credit scores over 700.
Many may have held on long enough for property to 
appreciate.  
"Teaser" rates (2/28s and 3/27s) not so much of a teaser 
2005 average - 7.3%, 2006 average - 8.35%.
15% in default, but 85% are good.
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First District Experiences
Mortgage Lenders ReportMortgage Lenders Report

Subprime has dried up.Subprime has dried up.
Investor pool is much smaller and are Investor pool is much smaller and are 
looking for "prime" underwriting standards.looking for "prime" underwriting standards.

This coupled with soft RE market has made it This coupled with soft RE market has made it 
hard to originate any loanshard to originate any loans
Difficult to originate subprime loan to applicant Difficult to originate subprime loan to applicant 
with a 680 credit score.with a 680 credit score.

Good news Good news -- resets may not be as bad as resets may not be as bad as 
originally thought.originally thought.
Still Still -- this is not good news. this is not good news. 
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Community Banks Not Immune
Pressures are real!

NIM Compression
Core Deposit Gathering  
Earnings Pressure

Subprime was tempting
Creativity is key!
3rd Party relationships

NetBank - $2.5 billion bank shut down 9/28/2007 
due to mortgage losses and early payment 
defaults.
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First District Experiences 

Business volume is up.Business volume is up.
Originate to sell on secondary market Originate to sell on secondary market 
(conforming)(conforming)
Underwriting standards have not changed.Underwriting standards have not changed.
Subprime situation has redirected potential Subprime situation has redirected potential 
borrowers from mortgage companies to borrowers from mortgage companies to 
banks.banks.
It’s It’s the ability to repaythe ability to repay..
Business as usual.Business as usual.

One bank's story....
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Silver Lining?

Overall, community banks are sitting tightOverall, community banks are sitting tight
Jumbos Jumbos –– bank niche product?bank niche product?

Banks competitive:Banks competitive:
½ to 1 point lower than mortgage lenders.½ to 1 point lower than mortgage lenders.

Portfolio lenders Portfolio lenders –– good prognosisgood prognosis
Funding sources Funding sources –– remain solidremain solid
Advertising trends Advertising trends –– banks exploit banks exploit stability.stability.
Rebuilding market share.Rebuilding market share.
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Questions?


