Mortgage Bankers
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Ok, here's how mortgage bankers operate.

The provide mortgages for homeowners, either to buy a home or to refinance an existing mortgage. In some cases they also service mortgages, that is, they collect payments and handle delinquencies or foreclosures.

Some are very large, but the typical mortgage banker has $3 million of annual revenue and 15 employees.

Daily activities revolve around advertising for new customers, helping customers fill out paperwork, and deciding if customers are financially qualified for the mortgage.

Most mortgage bankers finance mortgage loans through a warehouse line of credit with a bank, which is repaid when they sell the mortgages to Fannie Mae or Freddie Mac, or another investor. They mainly make money through fees collected when they originate a mortgage.

Computer systems are heavily used to process and document mortgage applications. Internet sites and internet advertising are important sources of new customers. 

Here are some strategic things you should know.

Mortgage bankers have strong competition from banks, especially from the mortgage arms of big banks like JP Morgan Chase, Wells Fargo, and Bank of America. 

In order to be sold to Fannie Mae or another investor, mortgages must conform to certain standards. Non-conforming loans bought by Wall Street firms created many of the problems of the financial crisis.

Large mortgage bankers may keep the mortgages they originate, rather than selling them, keeping all the fees and interest payments, but also all the risk. Washington Mutual and Countrywide went bankrupt because their portfolios of mortgages had high defaults.

The mortgage business is very sensitive to home sales, interest rates, and the economic situation. During the recession, home sales fell 25 percent.
Here are some good talking points.

How many mortgages do they originate in a typical year?

Do they also service mortgages?

What percent of their mortgages conform to Fannie Mae standards?

To whom do they sell their mortgages?

How large is their warehouse line of credit?

What percent of their customers come through their website?
How much were they affected by the recession?

And finally, how do they see their business changing in the future?

Now, you're ready.

