B om0+ Mamosar Mortcase Proressional MASAZINE & waw HationzlMorgageProfessiensl.com

Securities-hased lending:
An alternative source of funding

By Adrian Skiles, GML

You may have heard the term “stock
loan,” “stock-secured financing” or “secu-
mities-based lending.”™ All of these terms
refer to the type of lending program
where the barrowers secunties [stocks,
bands, mutual tunds or options) are
pledped as collateral for a loan, These are
“non-purpose” loans and no lien is placed
upon any assel, such as real estate or per-
somal property, The securities alone stand
as collateral for the debl. Procesds of the
loan may be used for any purpose except
10 purchase oF Garry securities,

Interest rates for these programs are
wsually between 2.5 and 4.5 percent and
the Inan-io-value ratios offered may be as
high as 80 percent af the secunbies value
The factors that determing the rate of
interest and the amount of the loan are
how actively traded and
liguid the seCurilies are on
the open market. The loan
ferm is Lypically bebween
three- and 10-years, with a
fixed interest rate and
“interest-only”  payments
due to the lender. These
lpans are offered with no
closing costs, broker o
framsaction fees. Funding
can take place in et a
matter of days. A credit

wilh a proposed interest rate,

The terms are offered to the borrower,
and upon agreement by both parties, the
lpan documents are drawn up and
arrangements are made for the securities
to be transferred 1o 2 holding company. A
final value is then given to the securities
based on an average of the dogng price of
the collateral for three consecutive mar-
ket days. This s called the “stmbe prce”™
The bomrower then transters the owner-
ship of the secunities to the lender. The
bomower still retains all benefical inter-
ests in the secunties and will recene any
dividends or interest that accrees from the
secunities dunng the term of the loan.

AL the end of the loan term, the loan
miay he renewed, refinanced or paid off.
If the loan is paid in full at the agreed
upon term, the ecadt num-
ber of shares or collateral
initially pledzed s
returned 1o the Bormower,
One important point s
there is a "lock-out”™ for the
term of the loan, which
means the bomower may
nat make any prncipal
reduction payments or pay
off the loan entirely until
the end of the agreed-
upon loan term.

report is not reguired, nor " These loans are a If, during the term of
is any income or employ-  “qualifying stock the loan, the value of the
ment verification done. lending agreement”  securities falls below the

Mot all types of securities  gpd therefore a non-  agreed  upon minimum
may be used as collateral.  poioble svent with @ market value jusually
The sequrities mist be ahle respect o any gain 70 to 80 percent of the
1o be Tree raded”™ without loan amounty, then the
any restrictions and the or loss at the time of loan would be considered
borrower must be able to D rangfer of the oy The contraa

securities.”

prove that they are not 3 10
percent of greater holder,
director or exequtive officer in the compa-
fy thal is the sseer of the securities
Betirement funds (k's, pensions, et
do ol gualify for this tvpe of program.,
These are also “non-recourse” loans,
so il the borrower does nol make the
interest payments when due or fails to
repay the princpal at the end of the [oan
term, the lenders only option is to keep
the securities that were pledged as collat-
eral. Should a loan default occur, the loan
it cancelled and the borrower keeps the
maoney received from the loan and the
lender keeps all interest in the securities.
The loan defaylt is not reported to any
credit bureau o placed in public record.
The loan application process is quite
simple and should take just a few days
o complete the loan process and receive
the funds. To start, the borrower sup-
plies the mame and numhber of shares
that they wish 1o pledge, along with the
loan amount and term desired. The
lender will then do a preliminary exam-
ination of the loan request, and hased
upon an assessment of risks, they will
determine the loan-to-value ratio, along

may regquing the bormoewer
to contribute additional
cash ar shares as more collateral to keep
the loan out of default. The dedsion to
move forward & solely up to the borrow-
e, Remember, that this type of lending is
non-recorse, sa should this type of short-
fall occur, the borrower may stop making
the payments and simiply walk away from
the loan and forfeit their collateral with
no penalty or recourse from the kemder.

When chogsing a lender, here are 3
few items the borrower may want to
consider prior to entering into this type
of arrangement:

% How long has the company been in
business?

% What are the backgrounds of the
principals in the company?

& What assurances can the company
give that the full amount of collater-
al will be returned to the borrower
upon completion of the loan term?

& What is their track record of returning
the pledged collateral 1o the borrow-
er at completion of the loan term?
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Third-party originations:
What the future may hold

By David Walden

The wiews and opinions expressed m the ok
lwing articie do nat necessarily repvesent the
wiens and opinions of WNMP Medio Corp, it
puitishers gnd staff, the Notiong! Association
of Mortmage Brokers and the Nabonal
Aszpeigtion af Profesiongd Morfgmrse Women,

Whien offering my opinions on the sulbject
ol the fulure prognods for the mongage
heoker industry, | have only one agenda
and that is how Io save the morigage bro-
ker industry. | certainly do not speak for the
Mortgage Bankers Associabion (MB&) a5 a
Irade group spokespersan, but | am offer-
ing uncensored strasght talk Trom real expe-
riemce, m entering my 3%th year in this
basiness, and until eight months ags, 1 oo
owned a third-party wholesale operation
that was ako a division of a Tederally-char-
tered thrift. 1 amv a mor-
gage  banker, and |
exchange knowledge and
ideas almosl  excusively
within mortgage banking
ardes from board rooms,
management retreats, and
lounges al industry trade
shows, the office water
cooker, telephone, e-mails,
and inner-industry trade

effects of their shrinking net worth result-
ing from runoff, those lenders wall meed to
stem the tide of rapid runofis as quickly as
possibde for thear stockholders. There will
he limited servicing available to purchase
at cost-cHectve prices. Therefore, it must
come from production. Their own existing
produchon operations will soon prove to
be insufficiently staffed and tained fo
meet this demand. This mdustry has lost a
lot of its trained, seasoned human
resources from the production side of the
husiness, We will absolutely need the sur-
VIVING commumnity of mortgage brokers o
help gemerate the valume reguired to stem
the seradng portolio runoff once this
cycle turms upsward!

Yoo today, their very sunaval s being
threatened by program eliminations, dos-
ings of wholesale lenders,
morigage insurance restric-
tions and new legistation.
why? Over the past three
years, martgage bankers
have been perpetually ana-
lyang what went wrong in
each file that began failing
our performance expeca-
fions,  induding  the
“whatiwhy'who™ of each

publications, file, The analwsis of data

It &5 a complete mistake across the total industry
bornof risunderstanding o Everyome in this  jndics the hrokermore than
helieve mortgage bankers business, and all any other angination group.
wanl o completely re allied business In my opinion, the
assume the responsibilities groups, are going fo compensation structure of
of meeting the total dermand be evern more mast mortgage brokerages
for morigage originations. In hungry than today!” is the number one factor

the late 19605 and early 905,
mowigage hankers hasically
gave birth to the morgage broker industry
of today because the basiness cyvdes of orig-
inalions, coupled with almost unconirol-
lahle ksses in other business units of hank-
owned mongage banks, forced the reduc
tions of gverhead associated with the morn-
gage onpnation platforms. We avoided
incremental overhead fon the balance
sheell by wsing outsourced overhead (off
halance sheat) thanks to the hmkers.

When we come out of this “meltdown”
there is very possibly going to be a fairly
raped ramip-up of aeines dermand for real
edate financing, esgpedally bheause the
downside has been o profracted. Realtors
are tired of standang and pent up demand
froim consumers previously frozen with
fear will give them the opportunity to et
back on the road 1o prosperity. The same
holds true for homebuilders, Everyone in
his business, and all allied business
groups, are going to be even more hungry
than today! There will be pressure on new
product development fo assure that the
Armerican drearm will again be wathin reach
for mnst Americans who wish 1o own 3
e, Five major banks will own in escess
of 65 percent of all mortgage servicing
rights and while Troubled Asset Redief
Program (TARF) funds have mitigated the

that compromises the eth-
ical focus of the orgina-
tors. Number fwo is poor of non-existent
supervision, and number threeg i the
absence and/or enforcement of tradition-
al quality control practices, both of which
are prevalent at the significant number of
poordy-managed mortgage brokerages
when compared to the more structured,
rules-hased culture typical of 3 mortgage
bank. Mot al the rade assodation level,
but wathin the individual businesses
themselves, Servicing mortgage bankers
conduct the ongnation business for the
servicing rights of the loans. They don't
want o put defective business on their
hooks because it doesnt perform and
contaminates their portfolio or securities.
They certainly don't incent their oniging-
tors tor break the meles and wall not hes-
tate to terminate production personnel
found to be invalved in fraudulent actna-
ty. That includes fraud by omission or
commuission. They typically pay the low-
est commission rates of all osigination
platforms. If one of their onpnators sceks
tn achieve gross eaming levels compara-
hle to those warking in other ongination
platfiorms, they must create that opporu-
nity through higher valume. Mon-senac-
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