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SECOND MORTGAGE SURVEY 1981
Richard L. Peterson, Marc Van Doorne and M ar gar et Wo
Abstract

This report summarizes data on the 1980 second mortgage activities of National Second
Mortgage Association members. Most of the data were obtained from a questionnaire mailed in 1981. In some
cases supplementary data obtained from NSMA membership application and renewal forms were also
incorporated in the survey. Data obtained from both sources indicate that 88 NSMA members held $8.3 billion
in principal balances of outstanding second mortgages at year-end 1980. The volume of second mortgage
originations, reported by 84 NSMA members, was $5.6 billion in 1980.

Overall, second mortgage loans outstanding grew by one-third in 1980. This continuation of strong
growth, however, was not fueled by an increase in the number of loans made. In fact, most NSMA respondents
reported making dlightly fewer second mortgage loans in 1980 than in 1979. Instead, the strong growth resulted
from a continued increase in average loan sizes (up by 10 to 15 percent from 1979 to 1980) plus the fact that the
number of loans liquidated were substantially below the number of new loans originated.

While second mortgage liquidations in 1980 were substantially below new originations, the liquidation
rate was surprisingly high for such long-maturity instruments. In spite of the fact that initial second mortgage
maturities commonly were 80 months or more in 1980, loan liquidation rates were around 50 percent of the
previous year's outstanding loans for many companies. Even after adjustment for the relatively high volume of
second mortgage loan refinancings (which were 10 to 20 percent at most lenders) cash liquidations of second
mortgage loans frequently ranged from 30 to 40 percent of the amount outstanding at the end of the previous
year.

Loan maturity and equity requirements seemingly became somewhat more restrictive in 1980 with a most
common maturity of 80 months (versus 84 monthsin 1979) and a most common |loan-to-equity ratio of 75
percent (versus 80 percent in 1979). The tightening of credit terms may have reflected an attempt to forestall
possible future credit problems.

In 1980, however, actua credit problems remained low. Foreclosures generally ranged between 0.1 and
0.2 percent of previous year's balances outstanding, and chargeoffs (at 0.1 percent) were usually somewhat
lower. Meanwhile, median delinquency rates were only 1.4 percent for 60 day plus delinquencies and 0.5
percentfor60-90 day delinquencies.

Different institutions had somewhat different characteristics and different operating experiences.
Mortgage bankers and depository institutions generally made the largest second mortgage loans and, relative to
their average receivable, earned the lowest gross interest returns (with at least half earning less than 13 percent)
and lowest gross revenues (with at least half earning less than 17.5 percent). In contrast more than half of the
finance companies earned gross revenues in excess of 17.5 percent of receivables, and half of the nonbank
affiliated consumer finance companies earned 17.3 percent or better from gross interest returns alone. At least
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half of the bank-affiliated consumer finance companies had a gross return greater than 17.5 percent. However,
those companies generally reported lower gross interest returns than finance companies not affiliated with
banks.

Because of costs of loan service and interest, coupled with generally high leverage, in 1980 half of the
second mortgage lenders earned a pretax return of 15 percent or less on their stockholders' equity. However,
wide variations in return existed, with mortgage bankers seemingly earning more relative to equity than other
lenders. Even though mortgage bankers had the highest cost of borrowed funds, the fact that their loan service
income was extremely large relative to their average receivables (and borrowed funds) allowed them to record
very respectable profits on their bottom line. Additional data and comparisons among lender groups are
summarized in the report.

Finally, while data reporting problems were encountered once again, the quality of the data reported in
1981 were somewhat better than in the past. Thus, the data presented in the report provide useful insights into
the policies, portfolio characteristics, and operating experience of second mortgage lenders.

SECOND MORTGAGE SURVEY 1981
Richard L. Peterson, Marc Van Doorne and M ar garet Woo
The Nature of the Study

The 1981 National Second Mortgage Association (NSMA) Survey was compiled by the Credit Research
Center (CRC) of Purdue University from questionnaire data submitted by National Second Mortgage
Association members from June through August of 1981. The questionnaireis presented in Appendix A. In
total, 76 firms returned the questionnaire sent out by the NSMA. Seven of these firms did not make second
mortgages and ten provided only scanty data. However, 59 of the responses were sufficiently detailed that all
data on those questionnaires were entered into the computer for tabulation. For key calculations, such as the
total amount of second mortgage loans outstanding, data from the scantily completed questionnaires were
compiled by hand and added to the computerized totals. Otherwise, those data were ignored.

A second source of data was provided by John Swift of the NSMA, who provided copies of 1981
membership renewal and application forms submitted by NSMA members. Those forms required that NSMA
members provide data on the number and dollar amount of second mortgages in their loan portfolios, the
number and dollar volume of second mortgage extensions in the past year, and the number of loans foreclosed
in the past year. For those firms that had not completed the full questionnaire, key data were compiled by hand
from the membership forms and used to supplement the computerized statistics, where appropriate.

The fact that severa items of information were reported both on the questionnaire and on the membership
forms allowed comparisons to be made between the two sources of data. These comparisonsillustrated the fact
that many of the data submitted were of questionable quality. In particular, when the five items of information
reported on the questionnaire were compared to similar items of information reported on the 59 computerized
guestionnaires, in only three cases were all the numbers in exact agreement. Possible causes for the
discrepanciesinclude (1) the fact that in many cases the data appeared to be approximated, or rounded off (often
to the nearest million) while in other cases the data were more exact, (2) the possibility that the data applied to
different dates, since the questionnaire date usually applied to year-end 1980 while the membership application
data may have applied to alater date, and (3) the fact that, in some cases, the membership application data
appeared to apply to second mortgages only while the questionnaire data applied to a much larger quantity of



receivables--which could have been the full portfolio of mortgage holding depository institutions or all
consumer loans held by finance companies.

Because of problems with data quality, one must be aware that some of the following results may be
misleading, The following tables were compiled from data as reported on the questionnaire-since there was less
evidence that approximate data were provided from that source. However, insofar as the questionnaire data may
have applied, in some cases, to afull portfolio of mortgage or consumer loans, the statistics may not apply
strictly to second mortgages, per se. For that reason, "median” statistics are likely to be more useful than
"average" value statistics for providing a picture of typical second mortgage lending operations. The average (or
"mean") values are influenced by the behavior of all respondents, and include the influence of atypical values
(except in those cases where reported values were so extreme that they were removed from the sample). In
contrast, "median” values reflect the behavior of atypical respondent. Since the "median” is the midpoint value
reported, half the respondents reported values equal to or greater than the median while half the respondents
reported values equal to or less than the median.

In an additional attempt to ensure data quality, in many cases the number of observations reported have
been reduced by various "screening techniques,” In particular, delinquency data were screened so that, in so far
as possible, they applied only to second mortgage portfolios. As aresult, fewer reports were deemed to be
acceptable for analysis, but the delinquency data were more likely to apply strictly to companies' second
mortgage experience, Similarly, data on firms' financial characteristics were used only if they applied strictly to
second mortgage operations, not to company operations as a whole. Finally, whenever unusually high or low
data values were found, those values were eliminated from all "average-value" computations. Thisfact is noted
in footnotes to the tables and also in summary statistics that provide data on the "# of reporters/# of acceptable
reports’ for each calculation.

Overadl, however, the data provided in this survey were more useful than data provided in earlier surveys.
The greater number of respondents, coupled with some additional error check information, allowed bad datato
be discarded more easly.

. Respondentsto the Survey

Aswastruein previous years, the majority of the NSMA survey respondents were consumer finance
companies. Of the 69 respondents, 28 were independent finance companies and 19 were finance company
subsidiaries of commercia banks and other institutions (Table 1). However, 22 questionnaire responses were
also received from bank and non-bank depository institutions and mortgage bankers,

[11. Loan Volumesand Holdings

Based on data provided on all questionnaires plus NSMA membership applications, the total number of
second mortgage loans held by reporting NSMA members at year-end 1980 (Table 2) was 1.6 million loans
with net balances outstanding of $8.3 billion. The average size of second mortgage loans held was $5,174. This
figure was obtained by dividing $8.3 billion by the total number of second mortgage loans reported by the same
respondents. To the extent that any respondents reported |oans other than second mortgages, or large firms had
smaller second mortgages outstanding, this figure will be understated relative to the "average size of second
mortgage loan held per respondent”---which is reported in Table 3.



TABLE 1

NATURE OF NSMA RESPONDENTS

Computerized Data  Other Questionnaires  Total

Independent finance companies 25 3 28
Finance company affiliate of hon-bank 7 7
Finance company affiliate of commercial 11 1 12
bank

Mortgage bank affiliate of commercial 1 1
bank

Other affiliate of commercial bank 4 1 5
Commercia bank 2 2
Savings and loans, mutual savings bank, 4 1 5
and their affiliates

Independent mortgage banks 4 2 6
Other or undetermined 1 2 3
Total 59 10 69

TABLE 2

NSMA MEMBER HOLDINGS OF SECOND MORTGAGES

Sour ce of Data

Type of Information ApplicationsOnly Non-Computerized Computerized Total
Quegtionnaires Questionnaires

A. Net second mortgage $999 million $130 million $7,180 million  $8,309 million

receivables outstanding

(# of reporters) (20) (10) (58) (88)

A.* Gross second mortgage $999 million $130 million $7,474 million  $8,603 million

receivables outstanding

(# of reporters) (20) (10) (48) (78)

B. Number of second 64,552 40,383 1,541,049 1,605,994

mortgages outstanding

(4 of reporters) (20) (10) (59) (89)

C. Number of second mortgage 32,077 25,811 1,088,372 1,146,260

extensions, 1980

(# of reporters) (18) (10) (57) (85)

D. Volume of second mortgage $595 million $ 95 million $4,862 million  $5,552 million

extensions, 1980

(# of reporters) (18) (20) (56) (84)

E. Number of foreclosures 114 22 461 597

Il. Calculated data

A. Foreclosuresas% of loans  0.18% 0.05% 0.03% 0.04%

outstanding

B. Ratio of extensions to net 59.6% 73.1% 67.7% 66.8%

outstandings

C. Average size of net loans $15,476 $3,219 $4,659 $5,174

outstandings

*Where application data did not specify whether outstandings were "net" or "gross’, the data were included in both totals. Hence,
thereis very little difference in the two totals.



The average size of loan and loan outstandings figures could have been affected by the fact that many
respondents did not specify whether they were reporting net or gross loans receivable. Seemingly, most firms
reported the data on a"net" basis--without including unearned finance charges. In contrast, "gross outstandings'
data include precomputed unearned finance charges in addition to the principle balance of loans outstanding. As
aresult, the typical respondent reported "gross" balances outstanding that were 34.5 percent larger than "net"
outstandings. The discrepancy probably was much greater for new loan extensions. Since the discrepancy
between net and gross balances in Table 2 is much less than 34.5 percent, it islikely that most firms reported
net outstandings. Had most reported gross outstandings data on the NSMA applications, outstandings would
have been considerably larger.

Respondents al so reported the total amount of second mortgage extensionsin 1980. Over 1.1 million
loan extensions worth $5.5 billion were made during 1980.

Relative to the total number of loans outstanding, the rate of foreclosure on second mortgage loans was
extremely low. Only 597 foreclosures were reported, equal to only 0.04 percent of the total loans outstanding
at year-end 1980.

Table 3 provides more detail on second mortgage growth, extensions, and liquidations for the 59
respondents that provided relatively complete data on their questionnaires. This information shows that there
was awide range in the value of second mortgage loans held by NSMA respondents. The average holding was
$125 million, and the median NSMA respondent held $20 million in its second mortgage portfolio.

The average size of second mortgage loan held per respondent was over $9,000, with a median value of
nearly $12,000 per loan. On balance, most respondents reported that their loans had increased in average size
from 1979-1980. For those respondents who reported both years, the average increase in loan size was
approximately 11 percent. The 11 percent growth in value, coupled with a 21 percent growth in the number of
loans outstanding, led to a 33 percent growth in the value of second mortgage loans held by respondents who
reported data for both 1980 and 1979. Thus, growth in the second mortgage market was substantial from 1979
to 1980, albeit it was not as substantial asin previous years when growth rates exceeded 50 percent per annum.

Apparently the growth was achieved because |oan sizes on new credit extensions increased to some
extent while total extensions continued at a high level. Since extensions exceeded liquidations and the average
size of loan was growing, NSMA member holdings of net receivables continued to grow even though the
median number of extensions declined from 1979 to 1980. Some companies, particularly new companies, had
extremely rapid growth in credit extensions and volume. However, the fact that the total number of loans
originated declined at more than half of the reporting companies suggests that either a number of companies
scaled back their lending activities or that there was a leveling off in the demand for second mortgage loans in
1980.

Respondents who provided data on their consumer business |oans again indicated that most of their
second mortgage loans were made to households. The average size of extensions reported by these respondents
was approximately $13,000 per household while the average size of business |oan extensions was considerably
larger, at $40,000 per second mortgage. The median size of business |oan extensions, however, was closer to the
median size of household extensions than the average values. This was so because the "average size" of
business |oan extensions was inflated by some lenders who made very large business related second mortgages.



TABLE 3
SECOND MORTGAGE GROWTH, EXTENSIONSAND LIQUIDATIONS

Low (in High (in Average (in #* Median (in Total
$1,000's) $1,000's) $1,000's) dollars) Reporters
Net receivables, tota $63 $1,334,444 $123,800 (58) $20,556,000 58
Growth in value -80.3 +6193 +71.1 (46) +33.6 46
Growth in number -83.5 +568.6 +40.4 (45) +21.3 47
Average Size, 1980 $0.5 $53.4 $9.525 (58) $11,920 58
Average size, 1979 $1.3 $31.4 $9.918 (45) 57,821 45
Changeinsize -79.4 +85.0 +10.7 (45) +11.8 45
Extensions, total
Growth in value -59.3 +725.8 +45.8 (44) +6.6 44
Growth in number -87.3 +777.1 +23.5 (43) -7.8 44
Average size, 1980 $1.3 $105.7 $17.1 (56) $13,020 56
Average size, 1979 $1.4 $116.2 S14.1 (43) $10,364 43
Changein site (%) -97.1 +62.5 +14.9 (42) +13.8 43
Percent of extensions made
To households (%) 38.7 100 (16) 92.3 (24) 99.9 24
Average size of household $l $37 $13.3 (40) $13,254 40
extensions
Average size of business $l $188 $47.2 (8) $16,767 8
extensions
Ratio of new money to Total 34.9 100 (10) 81.6 (44) 86.3 44
extensions (%)
Estimated liquidation
Rates net accounts only (%) 234 85.6 50.5 9 44.6 11
Gross accounts only (%) 33.6 78.6 54.8 9 55.1 14
All lenders net (%) 6.8 95.1 50.6 (32 44.8 46
All lenders, gross (%) 0.3 78.6 37.6 (29) 39.1 41
Estimated cash liquidation rates
Net accounts only (%) 5.7 63.8 385 @) 37.2 7
Gross accounts only (%) 27.3 96.9 52.4 (8 47.4 10
All lenders, net (%) 5.7 97.7 41.7 (22 35.6 32
All lenders, gross (%) 0.2 96.9 333 (21) 30.9 29

*This (9) refers to the number of reports used in calculating average. Often extreme values were thrown out. For instance, repayment
ratios below zero and above 100 percent were discarded.

There was awide range in the proportion of total credit extensions that represented refinancing of
existing debts. Most money extended on second mortgage loans by most lenders was new money. However, the
median value of 86.3 percent for new money indicates that in 1980 refinancings accounted for 14 percent or
more of second mortgage loan volume for at least half of the respondents to the survey.

Estimated liquidation rates on second mortgage loans were difficult to cal culate because some companies
entered into purchases and sales. If refinancings were ignored, it appeared that liquidation rates as a percentage
of previous year's outstandings averaged 40 to 50 percent or more at most lenders. Because of the significant
influence of refinancings, however, cash liquidation rates were somewhat lower, with average values ranging
between 33 and 52 percent. Most commonly, cash liquidation rates fell in the 20 percent to 50 percent range.

The 1980 data indicate that a substantial number of NSMA members purchased or sold second mortgages
during the year. The secondary market activity reported on the questionnaire is recorded in Table 4.
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V. Loan Terms

Loan terms apparently became somewhat more restrictive during the year. The median value of loan/equity
ratios fell slightly and so did the median maturity of second mortgage |oans reported. In addition, the highest
reported value of loan-to-equity ratios declined while the highest reported value for loan maturities did not
increase at all (see Table 5 and its accompanying note).

V. Operating Statistics

NSMA members earned higher interest returns on their average receivables in 1980 than in 1979--in 1980
they earned 14.7 percent as a median return as opposed to areturn of 13.8 percent in 1979. Also the highest
return earned increased slightly from 26.4 to 28.3 percent.

Similarly, the median total return on average receivables increased from 17.0 to 17.4 percent in 1980.
However, because of (1) rising interest costs on borrowed funds, which rose from 10.75 percent to 11.8 percent
on amedian basis, and (2) the fact that second mortgage lenders were highly leveraged (with a median ratio of
borrowings to receivable of 88 percent),the profitability of NSMA members declined to a 15 percent median
return on average equity from the 20.1 percent level that prevailed in 1979. The return on average receivables
was mixed--as average returns fell while the median return rose slightly (see Table 6).

V1.  Delinquency and Foreclosur e Statistics

In 1980 great effort was made to insure that the reported delinquency statistics, insofar as possible,
applied only to second mortgage loans. In previous years lenders have reported delinquency statistics that
applied to their full portfolio. In this year they were asked to indicate which data on the questionnaire applied to
their full portfolio. If they indicated their delinquency statistics were not strictly for second mortgages, their
responses were not considered. In addition, if visual checks of arespondent's total delinquency data indicated
that they did not correspond to their reported receivables on either a net or gross basis, those questionnaires
were also deleted from the compilations. Asaresult, arelatively small number of reporters were included in
these compilations, but the data are much more accurate than those that have been computed previously.

Overadll, the reported delinquency statistics indicate that total delinquencies of 60 days or longer at
second mortgage lenders were not substantial at yearend. The average delinquency rate reported was 2.48
percent of yearend outstandings--with a median delinquency rate of 1.42 percent. By way of comparison,
delinquency rates reported by the -Mortgage Bankers Association of Americaindicated that 60 day plus
delinquencies on first mortgage loans at yearend 1980 averaged 1.48 percent (see Table 7).

When delinquency rates were computed from data on the number of delinquent accounts outstanding and
the number of total loans held in each respondents portfolio, the average delinquency rate was 2.6 percent and
the median delinquency was 1.14 percent. These values corresponded quite closely to the delinquency rates
calculated by dividing dollar balances delinquent at yearend by outstanding balances at yearend (see Table 8).



TABLE 4

SECONDARY MARKET ACTIVITY

Purchases Sales Amount Serviced
Number of firms reporting such activity 16 15 8
Number of transactions
Low 2 6 8
High 118,195 2,213 7,914
Average 15,122 489 2,392
Median 548 268 678
Dollar value of transactions
Low $36(000) $120(000) $87(000)
High $250,848(000) $126,188(000) $59,356(000)
Average $29,590(000) $16,282(000) $22,707(000)
Median $4,996(000) $4,580(000) $8,989(000)
Average Size of Loans
Low $1,442* $1,008 $4,444
High $33,723* $136,715 $32,630
Average $13,676* $26,676 $12,816
Median $9,408* $19,150 $10,399

*Three values ($607, $779, and $803) were discarded as being unrealistically low and one ($6,373,000) was discarded as being too
high. These statistics were calculated from the 11 remaining values.

TABLE 5

LOAN MATUIRTY AND EQUITY REQUIREMENTS

Average Maturity Average Loan To Equity Ratio
Years # Of Responses Per centage Range # of Responses
2o0rless 3 below 60% 3
2+t04 5 60%-70% 5
4+t05 9 70% 3
5+t0 6 3 75% 11
6+t07 6 75%-80% 4
7+ 108 3 80% 11
8+t09 6 85% 6
9+1t010 8 90% 1
10+to 11 2
12+to 12 1
Lowest value (#) 18 mos. (1) Lowest reasonable value 40% (1)
Highest value (#) 180 mos. (1) Highest value 90% (1)
Average maturity 82 mos. Average value 76%
Median maturity 80 mos. Median value 75%
Number of respondents/ 46/46 44/42*
number used

*Two values, (14 percent and 15-75 percent were excluded from the average value calculations).

NOTE: By way of comparison, in 1979 maturities ranged from 24 to 180 months, with an average of 81.3 months and a median of 84
months. Also in 1979, loan to equity ratios ranged from 40 percent to 95 percent, with an average of 75.2 percent and a median of 80
percent.



TABLE 6

OPERATING STATISTICSFOR SECOND MORTGAGE LENDERS

Low High Average # Median Number of
Reports

Revenues received relative to
Average receivables
From interest only 2.9% 28.3% 15.1% (27) 14.7% 28
From other sources only 0 100 10.7 (29 137 20
Total 3.4% 82.9% 18.7% (25) 17.4% 27
Pretax rate of return
On equity -41.8% 65.9% 19.0% a7 15.0% 19
On average receivables -11.4% +22.9% +4.3% (21) 3.1% 22
Leverage ratios
Borrowing to receivables 0.4% 108.8% 68.7% (19) 88.0% 21
Debt to equity 12.9% 4493.30%  902.2% (18) 372.8% 18
Borrowing costs Interest 7.7% 25.0% 12.72% (19) 11.8% 21
paid/borrowings
VIl. Charge-off and Foreclosure Data

Asageneral rule foreclosures on second mortgage loans were extremely low. Median foreclosure and
charge-off ratios both ranged from 0.1 to 0.2 percent of previous yearend receivables and previous yearend loan
numbers. Average foreclosure and chargeoff rates were considerably higher--in the one to two percentage point
range-because a few reporters seemingly charged off alarge portion of their loan portfoliosin 1980 (see Table
9).

Loan loss allowances appeared to be ample given the low rate of foreclosures experienced in 1980 (Table
10). The median loss allowance averaged one and one-half percent of the amount of gross outstandings and
approximately two percent of the amount of net mortgage balances held by NSMA members. If foreclosure
experience does not deteriorate in the future these loan loss allowances should not be seriously eroded.

VIIl. Comparative Datafor Different Lenders

There were sometimes substantial differencesin the behavior of various lender groupsin the second
mortgage market. For instance, the datain Table 11 indicate that major differences existed in second mortgage
growth at different types of firms. In particular, while al firms experienced substantial growth in second
mortgage receivables outstanding, receivables at bank-affiliated finance companies experienced more rapid
growth than average, while receivables at other finance companies generally grew more slowly than at other
firms. The difference was particularly marked when one looks at growth in the number of new loan extensions.
The median number of loans originated by nonbank finance companies declined sharply; thus most nonbank
finance companies reported making substantially fewer loans in 1980 than in 1979. In contrast, most
bank-affiliated finance companies (and, also depository institutions) made more second mortgage loansin 1980
than in 1979. In firms where the number of new loan extensions fell from 1979 to 1980, the total volume of
second mortgage loans outstanding grew only because (1) growth occurred in the size of new loansrelative to
the size of older loans and (2) fewer loans were liquidated than were originated in 1980.
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TABLE 7

REPORTED DELINQUENCY STATISTICS (FOR SECOND MORTGAGE HOLDINGSONLY)*

Low (#) High (#) Average Median #Reporters #Used

Balances delinguent

60-89 days 0(2) 3.2% 0.75% 0.47% 24/ 24
90-179 days 0(3) 7.4 1.03 0.34 25/ 25
180-269 days 0(8) 1.02** 0.15 0.08 20/ 19**
220 days and over 0(9) 0.48% 0.12% 0.00% 17/ 17
Total Delinquencies of 60 days 0 (1) 9.37% 2.48% 1.42% 23/ 23
or longer

*Data were considered only if respondents did not indicate that the delinquency data related to their full portfolio, rather than to
second mortgages, per se. In addition, data were not considered if total current plus delinquent accounts substantially exceeded the net
or gross outstanding balance figures reported by the respondent.

** A 9,37 percent value was not considered in this case, asit actually reflected "total" delinquencies.

TABLE 8

COMPUTED DLLINQULNCY STATISTICS
(FOR SECOND MORTGAGE HOLDINGSONLY)*

l. Delinquency Rates (based on dollar balances outstanding at year-end)**

Low (#) High (#) Average M edian #Reporterd #Used

60-89 days 0 (1) 320% (1)  0.71% 0.36% 24 24
3.20% (1) 0.71% 7.40 (1) 1.00 0.33 24 24
180-269 days 0(7) 9.40 (1) 0.63 0.12 19 19
220 days and over 0(8) 050%()  0.11% 0.00% 16 16

Il.  Delinquency Rates (based on # s of loans outstanding at year -end)

Low (#) High (#) Average Median #Reporters #Used

60-89 days 0(2 3.20%(1) 0.93% 0.58% 24 24
90-179 days 0(3) 7.80(2) 1.19 0.37 24 24
180-269 days 0(8) 4.30 (1) 0.36 0.05 19 19
220 days and over 0(9) 1.00%(1) 0.18% 0.01% 16 16
I11. Total delinquencies of 60 daysor longer (Based on # of loans)

0(2) 11.4%(1) 2.60%***  1.14% 22 18****

*Data were considered only if respondents (lid not. indicate that the delinquency data related to their full portfolios, rather than to their
second mortgages, per se. In addition, data were not considered if total current plus delinquent accounts substantially exceeded the net
or gross outstanding balance figures reported by the respondent.

**Gross balances were used unless a respondent indicated that reported delinquency statistics applied to "net" balances past due.

*** Details do not add up to totals because there was a different number of respondents for some delinquency categories.

**** Four values were deleted because they may have applied to inappropriate data (such as 30 day delinquencies or serviced |oans).
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TABLE9

CHARGEOFF AND FORECLOSURE DATA
(DISTRIBUTIONS OF RESPONSEYS)

Per centage Ranges Ratio of Chargeoffsto Foreclosures
Number of Responses Average Previous Previous PreviousYear's PreviousYear's
Falling in Each Receivables Yearend Y earend L oans L oans Balance
Category Receivables Receivables Outstanding

(Net) (Gross)
0 11 9 8 0(13) 0
0.0t00.1 10 7 8 1 1
0.1t00.2 7 8 8 7 4
0.2t00.3 4 5 6 3 4
0.3t00.4 2 2 1 3 3
041005 2 2 1 1
05t00.6 1
0.6t00.7 2 1 1
0.7t00.8 2 1 1
0.8t01.0 1 2
10to 1.2 2
14t01.6 1 1 2
16t01.8 1 1 2
1.8t02.0 1
20t025 1 1 1
251030 1 2 1
3.0to35 1 1 1 1
35t040 1 1 1
40to4.5 2
45t05.0 1 1 1
50t06.0 2 1 1 1
6.0t0 8.0 1
8.0t0 10.0 1
Over 10.0% 2 1 1 1 2
Low (#) 0% (11) 0% (9) 0% (8) 0% (13) 0% (13)
High (#) 29.8 (1) 33.0 25.1(1) 116 333
Average 18 16 11 1.0 1.8*
Median 0.1% 0.1% 0.1% 0.1% 0.2%
#of reporters/ #used  50/49 45/45 42/41 38/38 39/39

*This mean equals 1.0 percent if the 33.3 percent figure is discarded.
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TABLE 10
ALLOWANCESFOR LOAN LOSSES (DISTRIBUTIONS OF RESPONSEYS)

L oss Allowances As Per cent of L oans Outstanding

Net Outstandings Number of Gross Outstandings Number of
Responses Responses
0 4 1
0-5 4 5
5-1.0 7 11
1.0-15 8 3
1.5-2.0 2 7
2.0-25 8 6
25-3.0 2 2
3.0-35 2 3
3540 5 3
4.0-4.5 3 2
4550
5-6
6-7
7-8 2
8-10
Over 10 4 3
Median response value 1.95% 1.50%
Average values (after diminating 2.21% 1.67%
values over 10% and equal to
Zero)
Number of respondentsNumber  55/47 46/42

used to calculate average

Additional data presented in Table 11 show that loan characteristics varied substantially among lenders.
New loans made by finance companies (regardless of affiliation) generally were smaller than loans originated
by mortgage bankers and depository institutions. Although outstanding loans held by depository institutions
often were smaller than those held by other lenders, the average size of loan held by such institutions grew
rapidly during the year--reflecting, in part, the previously mentioned tendency of depository institutions to make
larger second mortgage |oans than finance companies during 1980. Loan maturities varied substantially among
lenders. Even though most finance companies made loans of similar size, bank-affiliated finance companies
generally made longer maturity loans. However, mortgage bankers made second mortgage loans with the
longest initial maturities, partially because they also made the largest |oans. Nonetheless, depository
institutions, which also made large loans, did not offer loan maturities nearly as long as those offered by
mortgage bankers.

Additional dataindicate that, in contrast with other characteristics, typical household equity requirements
varied little among lenders. Also, while mortgage bankers and bank-affiliated finance companies were
somewhat more likely than other lenders to make a significant amount of business-oriented second mortgage
loans, nearly all second mortgage |oans were made to households.
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TABLE 11

COMPARATIVE DATA FOR DIFFERENT LENDERS

(MEDIAN RESPONSEYS)

Characteristic

Bank Affiliated Other Finance Mortgage Depository

All Respondents

Finance Companies Bankers  Ingtitutionsand
Companies their Affiliated
Growthiin:
L oan balances 43.5% 23.3% 33.6% 32.5% 33.6%
Number of loans 21.21% 17.5% 24.2% 14.7% 21.3%
Number of loan extensions 3.3% -18.2% -7.8% 2.1% -7.8%
Vaue of loan extensions 15.3% -3.8% 14.4% 27.6% 6.61
L oan characteristics
Average size of loans $9,722 $9,285 $12,584 $7,731 $9,525
outstanding, Net basis
Growth in net loan sizes 8.5% 13.01% 31.6% 20.4% 11.8%
Average size of new loans $12,309 $12,570 $16,345 $15,247 $13,020
Typica maturity 84 mo. 68 mo. 1135mo. 72 mo. 80 Mo.
Typical loan/equity 75% 75% 79% 78% 75%
Percent loansto households  90.2% 99.9% 92.6% 100% 99.9%
Percentage of new money 83.8% 73.4% 93.8% 94.4% 86.3%
extended
Loan liguidation rates
Total liquidations, net basis  48.4% 74.9% 23.5% 36.6% 44.8%
Cash liquidations, net basis  25,7% 47.2% 23.5% 35.6% 35.6%
Revenues relative to avg.
receivables
Gross interest earned 137% 17.3% 12.1% 13.0% 14.7%
All other revenues 0.4% 0.6% 68.5% 1.4% 1.4%
Total revenues 17.61 18.5% 82.9% 16.1% 17.4%
Pretax rate of return
On Equity 15.0% 12.7% 26.6% 12.6% 15.0%
On average receivables 3.1% 4.4% 8.0% 0.9% 3.1%
Leverage’ ratio of debt to:
Average receivables 89.4% 38.1% 96.0% 88.0% 88.0%*
Equity 5.10:1 0.74:1 3.33:1 7.07:1 3.73:1
Borrowing costs
Interest paid/avg. borrowings 12.2% 9.3% 16.9% 9.5% 11.8%
Delinquency rates reported
60-90 days 0.47% 0.6% N.A. 0.12% 0.50%
Tota 1.24% 1.85% N.A. 0.4%
Foreclosures
(% of previousyear'sloans  0.4% 0.08% 3.7% 0.2% 0.9%

outstanding (#))
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The percentage of new money extended on second mortgages varied widely among lenders. Refinancings
generally accounted for a higher percentage of second mortgage loan extensions for finance companies than
was the case for other lenders. Among finance companies, bank-affiliated finance companies' refinancings
accounted for alower proportion of new loan extensions (and new money cash outlays accounted for a higher
proportion) than was the case with other finance companies.

Partially because of their high rate of refinancing, second mortgage loan liquidation rates were
substantially higher at finance companies than at other lenders. Loan liquidation rates were lowest at mortgage
bankers, which originated the longest maturity loans. After adjustment for refinancings, however, it appeared
that cash liquidation rates at bank-affiliated finance companies (which had the second longest initial oan
maturities) were only moderately higher than cash liquidation rates at mortgage bankers. Nonetheless, cash
liquidation rates at other finance companies (with many close to 50 percent) were still relatively high-possibly
because such lenders issued the shortest maturity loans.

Rates of return on average receivables varied widely among lenders. This was due, in part, to the fact that
average receivables for mortgage bankers typically are quite low relative to the volume of mortgages they
service. Thus, both service fees and total revenues were quite large relative to mortgage bankers' average
receivables. Other lenders, however, typically received gross revenues equal to roughly 17 percent of their
average receivables. Nonbank-affiliated finance companies generated the greatest amount of revenues relative
to their receivables, mainly because their interest revenues were generally higher than other lenders.

However, rates of return on equity were not strongly correlated with the ratio of grossinterest revenues
to receivables. Possibly because they incurred higher collection costs, or lower total revenues on their typically
smaller loans, finance companies not affiliated with banks earned arelatively low rate of return on equity, even
though they had the highest ratios of gross revenuesto average receivables. While not all firms were profitable
in 1980, median rates of return were positive for all lender groups. Thus, most second mortgage lenders
remained profitable in 1980.

Leverage ratios varied widely among lenders. Nonbank affiliated finance companies generally had the
lowest ratios of debt to receivables and debt to equity. It is possible that many respondents reported only interest
payments on long-term debt, as the typical ratio of interest paid to indebtedness appeared to be substantially
below short-term interest rates prevailing in 1980. Because finance companies do not have access to low cost
deposits, alow rate of interest payment on debt would be possible only if a finance company had previously
issued long-term debt with low coupon rates. Depository institutions also reported low rates of interest payment;
however, some may have included low-rate deposit sources in the debt computations. In contrast with finance
companies and depository institutions, mortgage bankers reported paying relatively high rates of interest on
their borrowed funds. This result suggests that a larger portion of their financing was obtained on a short-term
basis.

Delinquency rates reported by second mortgage lenders of all types were generally low. Finance
companies reported somewhat higher delinquencies than other lenders (and this fact could have raised their
collection costs and reduced their profits), However, the higher rate of loan delinquency at finance companies
seemingly did not trigger a higher foreclosure rate. Reported foreclosures were extremely low at al lenders
except mortgage bankers (who probably included foreclosures on serviced loans in their foreclosure statistics,
thereby causing the ratio of foreclosures to owned outstanding balances to be overstated).

Overall, comparison of the second mortgage operations of different types of lenders indicates that
different lenders take substantially different approaches to second mortgage lending. Loan growth, loan sizes,
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loan terms, loan revenues, refinancings, profitability, and delinquency experience all vary substantially among
different types of lenders.

[ X. Some Final Comments

It was possible to control for inappropriate data much better this year than in previous years. New
guestions were added to the questionnaires which asked respondents to indicate whether data applied to their
full portfolio rather than to second mortgages only. Additional progressis needed in this regard, however,
because not all respondents completed that portion of the questionnaire. It would be desirable therefore, to have
two columns of datafor every item of information, one of which applied to the respondent's full portfolio and
one of which applied to the second mortgage loans only. In that way much cleaner data could be obtained on the
behavior of second mortgage operations, per se.

Where data specific to second mortgage operations were provided (in section 11 of the questionnaire) it
was possible to obtain data appropriate to second mortgages, This year only data from those respondents who
provided data specific to second mortgages were included in calculations of operating statistics. Similar
adjustments allowed us to use delinquency data that were reported to apply only to second mortgages. Asa
result, those statistics should be more relevant than those presented in recent years (when it was difficult to
ascertain which data applied to the full portfolio and which data applied only to second mortgages). Also, it
was possible to obtain better estimates of liquidation rates this year because many respondents provided data
that let us differentiate between net and gross extensions of second mortgage |oans, Nonethel ess, the net and
gross reporting disparity still causes a certain amount of noncomparability among figures reported by various
lenders. Thisis particularly apparent when one realizes that given the long maturity and relatively high interest
rates of second mortgage loans, gross outstandings statistics typically are more than one-third larger than net
figures reported by the same second mortgage lender.

All in all, considerable progress was made toward improving the quality of data this year but some
additional refinements would still be desirable. Because of the improvement in data quality, though, itis
possible to say with a greater degree of confidence than in the past that these statistics provide reliable estimates
of the most common experiences of NSMA members who engaged in second mortgage lending in 1980.
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APPENDIX A

Thefollowing questionnaire was used to survey membersin 1981

JUN 01 181
Bl
] HATTONAL SECTTD MOFTEAGE AESCCIATION
in esoperation wizh
CREDIT RESEARCHE CENTER, AEIE SIIVERSITY
FINANCIAL OUESTIONHATRET
Identifying nunber of fors: e
(Assigned by NSHA) b Qg D
B - L
Typa of Tirm (check cne)
[:]1. Independent Firancs Campafy [:]5. Mortgage Banking Affillare of
Commerrial Gank Holding Compary
DI, Independent Horzgags Sanksr
[(Js. other affiliate of Commercie:
D!. Capmarcial Bank Bank Foplding Company
[:]h. Fipnance Conpany AFfiliste of I:]T- Othe=
Commercliat Bank Helding Company tlescribel
fo7)

This sussticnnaice ansliss to entizies snpages ipn making loans secuved
ppin:?plliy by jumigs liena an real proparTy.

Complate guesticnnalre anc send 151

D, Eichard L. Pesarson

Senior Esgearch Sch=lar

Credit Fessarch Center

Erannert Erafuate School of Fanagessnt
Pusdue University

Wast Lafayette,; Indiana 7307

Tha rasponses To twe guestionneives will be summarized By *he stals of Th=
Credit Besaarey Cepter undas the directisn 35 Do, Perarsen and Will wamain
conFidential. mAsoulis wi.is e meported to participants in & composit fornat.

Any quasticrs regarding the complatlen af *his guestionraire shoull be
dirug:ed te D, Ferterass a= +the above address or by Telsphons (317) Liw-B17R.

This guestica-aire wo2lizs zsly to secchd msrtgeges IT second mortgages
are only & por=ign .of wcur rzrefpliz but ata is nos Twazily availabls far
just tha seccnd moryEage yorilom, report the regussted data for the Sull
porzfolio and Fill Iz the Iollowing Ll4nk, pesRonses IS cusstions

palase o gy t=tal ‘manzialia,

The syscitiveg sgroi=sss =27 sha NEYE has pesalyed thae reszonses o

acamal aam ¥ L a ard IR ase masalead Fhe caprimibad sasbasghing
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NSMA QUESTIONNATAE

Instructions:

1. In answarin: the questionnafre, show uhole dollar figures.(Do not reound
To neareast Thouzand. |l

2. Sew definit ond % the end of the questiomnaire. [Definitfons Follow
Question 2 ).

The following frformation 5 for the fiscal year ended

Llﬁfﬁ.)dluj

fmaunt

Tume {ndiiators (for iscond Martgage Lending)

1.(a) Ket Toans receivable outstanding and ownes
at end of fiscal year

plus [b) [IFf avail.®le), relétsd unearmed fncamss EEXAEIAALY
wqual [} (If avail 81} gross loans recefvable cut-
standing i nd pwnez &t end of Fiscal year EXEXERANEN

2. Het Toans receivabla cutstanding that were serviced,
but not owre: et end of Fiscal yesr.,

3. Volume of lians orfginated during the fiscal year

Mumber of  let Belances Hew Money Total Originations
Accourts P engwes
(5r-83] [64-70) =17} Fd 2: [08-
f. Volume of lring purckased Suring the
fiscal year

§. Volume of Tians sold to other than affl1fated
corpany dur-mg the fiscal year

§. Average net foans resefiable [hased om average
ameont of resefeibiing outstending 3t bejinning

af sach man' = « e3ch guirter . or
P W IQ; KX EXERNEY

[33) TEEET

[ beginnitg and end af year--check orel
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I1.

9.

10.

L

MEMD
12.

111.

NSHA QUESTIORNAIRE
Sogrges of Funds and arofitability

Mnarage boriowings during Fiscal year
(Based on a:zrage dedt outstanding at beginning

of each mtﬂ[g}nr Bach quirurEE!]-- check gna)
Average stoccholders equity durﬁmﬂ fiscal year

on #varage ecuity outstanding at beginning
of each mth[g} ar each :||.mr|',¢rt == check ona)

Interest expense for the Figcal year

Gross revenuz for the fiscal vesr

#. Gross inierest frcose
b. Mortgage servicing fes income

€« Origimation ¥ee on lpans acquired for guwn accound

d, Brokerage fes an Toeng held by others

#. Other fep income

f. Insurance gnd ather pon-fes rovenus

Income Befars incems taxes for the Flical ymar

Applicable to Mﬂtﬁhtl t

Second Mort-

fu

geges only Partfolip

T
=T

(Card ¥z GE-T3] ~ [T&-13]

T
TTIEEET

L)

T5T-25]

If any amswert for 1. = 10, above aoplied o vour fu?l portfolfo but not
specifically to fust your secomd mortcize loans, olease esti=ats the
percantase cf your rezartad autstandings that consise of second

martzage loiss,

Qperating paticies

e B

These data rhould e reasried for the guarter endinc with the end af
the Tigcal saar 3hoxn On the previous page. The data repo~ted should
relase to originated Toers onlv. not purchased loans.
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MSMA QUESTIOMNA [RE

Hurmber Vol ume
1. Number as . 1=r walyre of Toars originated
for persanal, family, or bousshald purposes
during quart :r.
TEET . BENT

14.
for other £ in consurmr purposes

15. HNurder and total doallar walune of Toans
originated curing the guarter [should
be equal to sum of #13 2nd #14)

16. With respect to consuner loansg:

Numher and tallar voleme of loans originated

., fAverage ratio of Toam to appraised eguity;

panths

b. Average raturife:
-3

Iv.

Contractoal Jelinquencies and Charge-offs

17.

Comtractual Analysis {Baszed on ter=s in effect at statesent date and

applicabla ‘o precorpute, add-on, discount, and interest bearing accounts)

Rurber Urpaid balances % af ralated
mle
auts g
Rccounts current 2nd with
instaiments past dus less
than 60 days froio dug dzce Ta3-23) T50-%2] G
Accounks past du :
- i
{BT-B7] [E8-T1] Card B : (08-11
Acgounts mast du o ; { !
_B0-177 days
1&=08] (15-25] [26-72]
Accounts past du o :
_E-E'EEI' gavi
[33-H] [90-3E] [37-51)
Acoounts mast dui:
270 davs or mar:
(34=-E1] VET-E¥] [63-74)
Tokal
ard 7= (0E-14], (15=2T] [3d-08]

18. Do reportec delinquent balances include unesrned finince charges?

'% Yes 'm‘ Na
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5
HEMA QUESTCNRAIRE
19. 8. WMt partie: of & full paymant must Be recslved in order Rhat the

nt be -woosnized as recelved fn making the cormputation above?
f Tess that 1007 af full = 1 uired, wogld thig Be trus 4n
ponsecutive piyv-Enss or Wit N DOSL recert)

b.Hew many coisecutive full payments muit be received for the purposa of
taking an &:count off the comtractual 1ise?

Arount
0. Foreclosuris consurmated during the fiscal year
a.  Mymber b. Unpaid dollar balences on
TEITT  lears foreclosed T
Z1. Gross charg -offs during Fiscal year
[50-58]
22. Recoveries curing fiscal year
(57-63]
3. Allpwince i+ possible Tocan Tosses at end of
fiscal year
4B

THENK YOU FOR Y8 COOFERATION, Comments and suggesiions for |mprowvemant
are welcome,

Pafinitinng
Period - most recent fiscal jyear.

Ket Taans receivible - grogs loans recefvable Tess releted unedrned Income.

pvailable} = report releted unearned (nce=e and gross loar: receiwable
ilsa.

Yoluoe of new Toiss = gross Toans receiveble orfginated and purchased during
period less -elated unedrned incone.

Hew noney - arourt af new money disbursed.

Net balances rersusd - premaisting balinces refindnced.

varase apt Tasms peceivable = qum af met Toans recelvable ocutstanding at

Lo beginning of eacn =ini: {or gquarier] curfng perigd diviced Sy nwmer
of months (¢= quartzrs] in the Flseal year.

Average borrowlecl - sum of tota] borrowings sutstanding at Seginning of
p2eh mantn | o ouretér] during serdied divided by necaer of months
(or quarters im t=2 fizzal year.

Averaze stockualoirs enutiy - sum of sischanlders' equity at beginalng of

Bach monen |ar quarce~] during period divided by nunber of months
{or quarters; fn t5e Fiscal year,
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hEMA QUESTIDHNATRE
Previous Year's Data

S0 we cen betier mesfjure growth in Toan valws and outstandings, pleasa
complete this pace with data from your 197E Fiscal year. ik

The following fn creaticn 1s for the fiscal yesr anded

ate
This should be he year preceding the fiscal specify
Lu pereain ng the fiscal year to which all previous

I. ¥al ndicatirs (for Second Mortgage Landing)

Amount
B
1.(a} Net Toams rezefvable outstanding and owned e
at end of fiacal year
Card 8: [15-20] 4 -
plu (&) (If availablz), related unearned income EXAREEXNLL
equal (c) (TF avaflas™e] gross Toans riﬂvl?h gut-
standing &nc mened at engd of Fijeal jpear AEREXLNALY

7. Met Toans recesvoble cutstanding that were serviced,
but mot owned, it end of fiscal year.

B I
3. Volume of Tom s originated during the Tiscal year

Number of Mg~ Balances New Foney Total Originations
Aceoynts A dwed

T e W G W
4. Valume 2f Toa' s purchaced during the
fiscal year.

T RETE

5. Wolume of loa:x sold to other than affiliated
cocpany durin; the fikcal year

TEEET . Tis-mr
€. Average met 1aans recefvable (based on ayverape
amunt of recsivadies putstanding at beginning
of eech manch 1“_;_[ . each gquarter Q , Br EARRELARLY
(&3} (47} 45507

[ beginnie; ang a=i of yenr--check one)
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