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• Market trends & drivers behind today’s loan market

• Balance sheet challenges & strategies 

• Develop and deploy a disciplined valuation process

• Best practices for sellers & buyers



• ALM First has analyzed $3B + potential 
loan pools for sellers and $4B + for 
buyers over the last 2-3 years.

– Facilitated over $1B in Network transactions 
combining sellers and buyers through our 
Loan Transaction Network.

• More than 1,800 CUs list balances from 
purchased participations on their 
balance sheets as of April 30, 2021.

• Over 850 credit unions list outstanding 
sold participations on their balance 
sheets.

Seller & Buyer Advisory Volume Updates
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Market Color & Deal Value Drivers



Economic & Market Updates

• Economic Update
– High economic optimism and accommodative monetary and fiscal policy continue to 

boost risk appetite in U.S. financial markets 
– The first estimate of Q1 GDP showed 6.4% growth, leaving the U.S. economy less than 

1% below Q4 2019 levels in real GDP terms 
– The inflation debate persisted in April as several companies announced price increases 

due to higher input costs, while the Fed remains firm in its belief that any near-term price 
increases will be transitory

• Market Update
– Treasuries settled into a more stable trading range in April, with yields lower and flatter 
– Fixed income spreads were tighter again in April for most sectors amid a still-heavy 

Fed presence affecting supply and demand technical 
– April was a solid month for MBS, both 15-year and 30-year outperformed Treasuries. 

Lower coupons led the way
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Cash Balances

• 40% of deposit inflow over the last year has gone to cash
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Participations Purchased on the Rise 
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April Relative Values
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What Drives the 
Deal Value?
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What Drives the Deal Value?

• Typical Asset Types
– Consumer 
– Mortgage
– Commercial

• Coupon
– Everything starts with the coupon
– Gross weighted average coupon (GWAC)
– Net of servicing fees

• Credit Quality
– Ability to be repaid
– Evaluation of the borrower’s financial 

condition
– Common metrics – DTI, DSCR, LTV, 

FICO score

• Weighted average maturity (WAM)
– Average length of time to receive 

outstanding principal
– Some buyers have preferences in WAM
– Sensitivity in WAM (mortgages)

• Servicing
– Servicing can be retained or released
– In a participation, typically retained
– Sometimes servicing released increases 

the marketability (pool of potential buyers)
– Buyer must review the financial condition 

of both Seller and borrower
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• 1 month
• 3 months
• 6 months
• 12 months
• 2 years

Have you evaluated buying 
participations in the last:
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Balance Sheet Challenges & Strategies 



Why Do Sellers Sell?
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Maintain Loan 
Origination 
Consistency

1
Reduce risk
• Interest rate
• Credit 
• Concentration
• Regulatory limit to single 
borrower

2
Increase liquidity
• Asset and Liability 
Management

• Access non GSE secondary 
market

3
Gain on sale ongoing 
service income
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Why Do Buyers Buy?
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Supplement organic 
loan growth

1
Diversify asset 
portfolio
•Geographies
•Loan Type

2
Balance Sheet 
Management
•Extend or reduce duration
• Improve efficiency

3
Remove servicing 
headache 
(if servicing 
retained)
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• Keep your balance sheet strategies 
in mind when considering loan 
participations

• Participations (buying & selling) can 
help manage balance sheet 
challenges 

• Balance Sheet Strategy Examples
– Low profitability & efficiency 
– Concentration issue
– Short Duration

Balance Sheet Challenges & Strategies 
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Institution Information Institution A
Total Loans $963,299 

Loans / Assets 59.16%
Total Deposits $1,422,374 

Loans / Deposits 67.72%
Total Equity $174,984 
Capital Ratio 10.75%

Quarter Ended
Current Year 

12/31
Current Year 

9/30
Prior Year

12/31
Earnings
Net Income $1,125 $1,228 ($1,490)
Return on Assets (ROA) 0.28% 0.30% -0.37%
Return on Equity (ROE) 2.67% 2.96% -3.47%
Asset Quality
Loan Loss Ratio 0.21% 0.21% 0.17%
Non-Performing Assets $2,424 $2,370 $1,386 
Total Reserves $2,829 $2,535 $1,661 
Other
Operating Revenue $9,063 $8,819 $5,059 
Efficiency Ratio 78.77% 76.44% 123.29%
Average Loans $953,500 $931,383 $865,802 
Average Deposits $1,429,694 $1,459,955 $1,409,338 
Net Interest Margin 1.69% 1.68% 0.92%

Dollar figures are in thousands

The illustration represents a hypothetical situation and is not 
intended to be representative of any particular client or 
situation. 



Economic Concepts

• Think of building a balance sheet like filling a box
– Finite capacity to add  “assets”
– Goal is to maximize aggregate value

• The cost of adding an item is the highest value item 
forgone
– This is known as opportunity cost

• While a simplified example, opportunity 
cost must be addressed when selecting assets
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Regulatory Requirements



Loan Participation Regulatory Requirements - Purchaser

Loan must be from an “eligible organization.”

Eligible organization – a credit union, a CUSO, a federally insured financial institution, 
or a state or federal agency.

Loan must be one that the purchaser is empowered to grant.

Purchase complies with all regulatory requirements as if the purchaser had originated 
the loan, e.g., LTOB limits.

Written agreement containing provisions required by the regulation.
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Loan Participation Purchase Conditions

Originator must retain at least 10% of the outstanding balance through the 
life of the loan if the purchaser is an FCU.

If the originator is not an FCU, must retain at least 5% unless a higher 
percentage is required by state law.

The borrower becomes a member of one of the participating credit unions 
before the purchaser purchases the participation interest.

The purchase must comply with the purchaser’s internal written loan 
participation policy.
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Minimum Loan Participation Policy Requirements

• Establish loan underwriting standards.

• Establish limit on aggregate amount of loan participations from any one lender not to exceed 
the greater of $5 million or 100% of net worth, unless waiver is granted.

• Establish limits on amount of participations by each loan type, not to exceed a percentage of 
net worth.

• Establish limits with respect to a single borrower or group of associated borrowers, not to 
exceed 15% of net worth unless waived by regional director and state authority for a FICU.
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Regulatory Minimum Loan Participation Agreement Provisions

• Properly executed

• Board authorization – can be delegated

• Retained by credit union

• Specify the specific loan participations 

• The amount of interest the seller will retain (FCU – at least 10%)

• The location and custodian of the loan documents

• Conditions under which the parties can gain access to information about the loan, the 
borrower and the servicer
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Regulatory Minimum Loan Participation Agreement Provisions

• The duties and responsibilities of the participating institutions and servicer
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Servicing Loan Administration

Collection Foreclosure

Replacement of 
Servicer Default



Loan Participation Agreement Provisions

• The duties and responsibilities of the participating institutions and servicer
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Remedies for default Cure period

Choice of law Venue

Servicing Termination 



• Finding the right pool
• Finding the right partner
• Legal review
• Understanding trade economics
• Taking on risk

What do you see as the 
biggest deterrent to buying 
participations right now?
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Poll Question #2



Loan Participation Evaluation Process



Evaluation Process

High Level Loan Summary vs. 
Loan Level Analytics Typically overstates value

Specific & consistent analysis 
process is critical for loan 
participations

Loan pool analytics & models
ROE Approach

Benefits of Loan Level Analytics
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High Level Loan Summary Sample – Direct Auto
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FICO Tier Balance % WAC FICO Orig
Term

Rem 
Term

730+ $  20,375,148.00 60.64% 2.27% 769 62 54

700-729 $  10,180,597.00 30.30% 2.55% 715 62 55

675-699 $    2,995,528.00 8.91% 3.10% 688 62 51

640-674 $         50,449.00 0.15% 2.85% 662 65 47

Total $  33,601,722.00 100.00% 2.42% 745 62 54

The illustration represents a hypothetical situation and it not intended to be representative of any particular client or situation. 



Loan Level Analytics Model Output – Direct Auto 

29The illustration represents a hypothetical situation and it not intended to be representative of any particular client or situation. 



Implementation - Loan Level Analytics & Profitability Calculator

Auto Loan Pool
Principal Balance $ 55,171,589.88 
Participation Rate 90%
Participation Balance $ 49,654,430.89 
Number of Loans 3,262
Average Loan Balance $ 16,913.42 
WAM 55 Months
WALA 13 Months
CreditScore 750
LTVOrig 94.98%
LTVCurr 94.98%
DTIBack 30.13%
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Assumptions
WAL 1.62
Prepay Model 1.4 ABS
CPR Life 24.59%
Credit Cost 0.65%

Yield/Spread Analytics
Gross WAC 4.80%
Net WAC 4.30%
Buy Price 103.15
YTM 2.18%
OAS 1.85%

Profitability Outputs
Yield 2.68%
Cost of Funds 0.35%
Funding Benefit of Equity 0.03%
Options Cost 0.00%
Credit Cost 0.65%
Servicing 0.50%
Return on Asset 1.20%
Return on Equity 16.04%

Required Return 10.00%
Economic Value Added (EVA) 6.04%
Buy/Sell BUY

2) Run 
Model

1) Obtain 
Loan Tape

3) Solve for 
Option-
Adjusted 
Spread 

4) Calculate 
Risk-Adjusted 
ROE

5) Make 
Decision

The illustration represents a hypothetical situation and it not intended to be representative of any particular client or situation. 



Model Assumptions

• Pricing
– JPM Non-Agency pricing for mortgages
– FNMA pricing for conforming loans

• Servicing Cost
– Mortgages: 25 bps
– Auto: 50 bps
– Commercial Loans: 50bps

• Prepayment Models
– ZMUPT
– ALM Auto
– CRE RAMP

• Credit Cost
– Static loss analysis

31

Model 
Assumptions

Pricing

Servicing 
Cost

Prepayment 
Models

Credit Cost



Different Scenarios- Prepayment & Credit Cost 

Highlights Value
Principal Balance $86,109,171
Participation Rate 90%
Participation Balance $77,498,254
Number of Loans 90

Average Loan Balance $956,769

Gross WAC 3.15%
Servicing Fee 0.35%
Net WAC 2.80%
WAM 351 Months
WALA 8 Months
Credit Score 794
LTV Original 73.45%
LTV Current 70.22%
DTI Back 34.59%

Ranges Value

Min-Max Coupon 2.625% - 4.875%

Min-Max FICO 678 - 816

Min-Max LTVOrig 21.07% - 97.00%

Min-Max DTI 12.50% - 48.26%
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Analytics Table
Spread Shift

Base -20% -10% 10% 20%

Pricing

Price 101.00 101.72 101.36 100.64 100.29

Yield 2.53% 2.35% 2.44% 2.62% 2.71%
Options Cost 0.50% 0.52% 0.51% 0.50% 0.49%

OAS 1.23% 1.03% 1.13% 1.33% 1.43%
Avg Life 4.83 4.83 4.83 4.83 4.83

Prepayment Multiplier
Base 50% 75% 125% 150%

Assumptions
Prepay ZMUTP ZMUTP ZMUTP ZMUTP ZMUTP

CPR Life 18.83% 8.44% 13.41% 24.51% 30.24%

Profitability
Credit Cost 0.15% 0.15% 0.15% 0.15% 0.15%

ROA 1.04% 1.39% 1.21% 0.89% 0.76%
ROE 20.82% 27.77% 24.16% 17.83% 15.20%

Credit Cost Multiplier
Base 125% 150% 175% 200%

Assumptions
Prepay ZMUPT ZMUPT ZMUPT ZMUPT ZMUPT

CPR Life 18.83% 18.83% 18.83% 18.83% 18.83%

Profitability
Credit Cost 0.15% 0.19% 0.23% 0.26% 0.30%

ROA 1.04% 1.00% 0.97% 0.93% 0.89%
ROE 20.82% 20.07% 19.32% 18.57% 17.82%

Source: SNL Financial



July Loan Pool Analytics - Different Assets Comparison  

Analytics Table
Auto RV FRM MBL Personal Loan

Summary Principal Balance $55mm $55mm $171mm $248mm $22mm

Number of Loans 3,262 1,848 197 68 637

Servicing Fee 0.50% 0.50% 0.25% 0.50% 0.50%

Net WAC 4.30% 5.00% 2.69% 3.79% 11.40%

Pricing Price 103.15 107.25 101.30 101.36 104.00
Yield 2.18% 2.48% 2.50% 3.35% 8.34%
OAS 1.85% 1.92% 1.13% 2.83% 7.97%
Avg Life 1.62 3.19 7.93 3.40 1.40

Assumptions Prepay 1.4 ABS ALM Auto ZMUTP CRE Ramp Constant

CPRLife CPR Life 24.59% 18.31% 8.68% 11.02% 30.00%
Profitability Credit Cost 0.65% 0.25% 0.15% 0.20% 3.00%

ROA 1.20% 1.77% 1.11% 2.67% 5.10%

CPRLife ROE 16.04% 23.57% 22.18% 26.65% 51.00%

33Source: SNL Financial



Loan Analysis Benefits

Set pricing structures for individual loan criteria
• Use various cross-sections from analysis to determine what criteria should be used to price loans

Identify less profitable loan types
• Result of pricing policies
• Existing market pressures

Determine overpriced premiums paid for underperformance
• Overall health of loan pool
• Return on different segments of portfolio
• Cross selling of products

Analyzing trends over time for analytical insights

34



• Origination volume
• Pricing pressures
• Trading knowledge
• Remittance reporting / Systems
• Other

What do you see as the 
biggest deterrent to selling 
participations right now?

35

Poll Question #3



Best Practices for Sellers & Buyers



Best Practices for Sellers

• Determine who owns the process internally 

• Get diligence items organized for buyers
– Loan policies and procedures
– Credit/Static loss history 
– Show info by FICO tier, term etc. 
– Historical prepay speeds
– Electronic loan files
– Depository Financials

• Legal Documents- NDA, LOI, LPA

37

Sell 
Loans
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Needs
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Best Practices for Buyers

• Update/make sure you have a participation policy 
in place

• Develop a decision-making process/discipline 
and determine who owns it:

– Include both Finance & Credit/Lending 
– Loan level analytics/modeling vs averages

• Stress assumptions 
– Consider balance sheet/strategic fit
– Consider risk adjusted relative value
– Create a due diligence check list

• Counterparty due diligence
• Loan level/portfolio due diligence
• Legal review of documents
• Prepare purchase decision package for your 

Examiners 

• Be opportunistic and stay current on macro/micro 
market dynamics

38

Buy 
Loans

Earn a Return

Diversification

Securitization



Conclusion

• Start with the Balance Sheet in mind – Participations can have a material impact. 
– Does this help directionally/strategically?

• Develop a consistent (risk adjusted, relative value) decision making framework. 
– Are you being adequately rewarded for your risk (credit, liquidity, etc.)
– Does your process identify and mitigate risks?

• Be wary of structured participation pools, geared to have attractive yield, relative to 
averages (FICO, LTV, DTI, etc.).  

• Get the loan/data tape and run loan level analytics, to gain better transparency into 
true economic value and balance sheet fit.  
– “Where’s the beef”?
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Conclusion (cont…)

• Identify & empower key stakeholders to own the process. Finance, Credit & Legal all 
have a part to play. 
– Is everyone ready and do they understand their role?

• Stay aware of macro/micro economic factors impacting loan value & performance. 
– Primary and secondary loan markets are dynamic. 
– Some sellers capitalize on less knowledgeable buyers. Buyer Beware!

• Save/memorialize your analysis, stressed assumptions & decision process when 
purchasing.  
– Do you have something to refer to with future Examiners and other Stakeholders?

40



Q&A



Speakers

• Travis Goodman is a Principal at ALM First, joining the firm in 2003. Travis 
oversees the Advisory Services group, which is responsible for implementing 
actionable and effective ALM and investment strategies for client financial 
institutions. In addition to overseeing Advisory Services, he assists large, 
complex financial institutions in achieving optimal performance within policy 
and risk tolerances. Travis also oversees ALM First’s Loan Transaction 
Network (LTN) which helps facilitate loan transactions and loan participations 
between ALM First clients.

• Travis has a bachelor of science degree in business administration, with a 
double major in finance and marketing, from the Eller School of Business at 
the University of Arizona in Tucson. He also holds the Chartered Financial 
Analyst (CFA) designation.
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Kevin Shaner
Managing Director,

Loan Transaction Network, 
ALM First

• Kevin Shaner joined ALM First in 2018 and currently holds the position of 
Managing Director, Loan Transaction Network and is also responsible for the 
national banking channel. Kevin has over 20 years of commercial and 
corporate banking experience and has originated, underwritten, and 
managed billions of dollars in the primary and secondary loan markets, 
across a wide variety of loan types including: government contracting, C&I, 
CRE, SBA, construction, project finance, auto, and residential mortgages. 
Notable public transactions include the $1.2B REIT conversion of Host 
Marriott, the Smithsonian Institutes $100mm+ acquisition of the Victor 
Building as well as co-managing the IPOs of SAIC and SRA. 

• Prior to joining ALM First, Kevin served as Managing Director, Bank 
Assetpoint for Promontory. He has also worked at national, regional, and 
community banks, including Citibank, Bank of America, BB&T, and Wells 
Fargo where he was formally credit trained. 

• He passed his Series 7 & 66 license exams and is a Registered Investment 
Advisor. Kevin earned his degree in Communications from the University of 
California, San Diego.
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Richard S. Garabedian
Counsel

Hunton Andrews Kurth

• Richard has more than 35 years’ experience representing banks, savings 
institutions, credit unions and holding companies on a nationwide basis. He 
has served as counsel on more than 45 bank and credit union merger 
transactions and investor group acquisitions.

• In addition to his general work in bank and credit union regulatory matters 
and mergers and acquisitions of both stock and mutual institutions, Richard 
focuses on bank and credit union charter changes, field of membership 
expansion, new products and services, fintech, regulatory compliance, de 
novo bank and credit union formations, cross-industry mergers, government 
assisted acquisitions of failing financial institutions, enforcement matters, 
corporate governance, stock and mutual holding company formations and 
mutual-to-stock conversions.

• Richard is admitted to practice in the US Supreme Court. He has also served 
as counsel at the Federal Reserve Board and another federal banking 
agency and a bank holding company. He also served as an adjunct 
professor of Banking Law at Rutgers University School of Law.



Disclaimer

Speakers today are affiliates of ALM First, an investment adviser registered with the U.S. Securities and Exchange Commission. All investment decisions for client portfolios are made independently by the asset 
managers at ALM First. The views expressed are those of the speakers, and do not necessarily reflect the views of ALM First or any of its affiliates. These comments may not be relied upon as recommendations, 
investment advice or an indication of trading intent.

“ALM First” is a brand name for a financial services business conducted by ALM First Group, LLC (“ALM First”) through its wholly owned subsidiaries: ALM First Financial Advisors, LLC (“ALM First Financial Advisors”); 
ALM First Advisors, LLC (“ALM First Advisors”); and ALM First Analytics, LLC (“ALM First Analytics”). Investment advisory services are offered through ALM First Financial Advisors, an SEC registered investment 
adviser with a fiduciary duty that requires it to act in the best interests of clients and to place the interests of clients before its own; however, registration as an investment advisor does not imply any level of skill or 
training. Moreover, ALM First Financial Advisors, LLC (“ALM First Financial Advisors”), an affiliate of ALM First Group, LLC (“ALM First”), is a separate entity and all investment decisions are made independently by the 
asset managers at ALM First Financial Advisors. Access to ALM First Financial Advisors is only available to clients pursuant to an Investment Advisory Agreement and acceptance of ALM First Financial Advisors’ 
Brochure. You are encouraged to read these documents carefully. Balance sheet advisory services are offered through ALM First Advisors. Financial reporting services, loan introduction services, and other special 
project services are offered through ALM First Analytics. Neither ALM First nor any of its subsidiaries provide legal, tax, or accounting advice.

Returns are gross of fees, unaudited, and estimated using the Modified Dietz method. ALM First does not have complete discretionary trading authority over each account reflected in the performance discussed 
herein. Some clients had investment results materially different from those portrayed in this document. These data were compiled from client portfolios that consistently accepted ALM First investment advice. 

Investments in securities are valued based on quotations obtained from independent pricing services or independent dealers. With respect to securities where independent valuations are not available on the valuation 
date, or where a valuation is not deemed reasonable by ALM First, ALM First will determine the fair value. The fair valuation process requires judgment and estimation by ALM First. Although ALM First uses its best 
judgment in estimating the fair value of investments, there are inherent limitations in any estimation technique. Future events may affect the estimates of fair value and the effect of such events on the estimates of fair 
value, including the ultimate liquidation of investments, could be material to returns. The production and delivery of this material to any investor/recipient does not establish any express or implied duty or obligation 
between ALM First and any such investor/recipient, including (without limitation) any duty to determine fair market value or update such material. 

This report was prepared as of the date indicated herein. No representation or warranty is made by ALM First that any of the returns or financial metrics detailed herein will be achieved in the future, as past 
performance is not a reliable indicator of future results. Certain assumptions may have been made in preparing this material which have resulted in the returns and financial metrics detailed herein. Changes to the 
assumptions may have a material impact on any returns or financial metrics herein. ALM First gives no representation, warranty or undertaking, or accepts any liability, as to the accuracy or completeness of the 
information contained in this report. 

This report was prepared for informational purposes only without regard to any particular user’s investment objectives, financial situation, or means, and ALM First is not soliciting any action based upon it. This material 
is not intended as, nor should it be construed in any way as accounting, tax, legal, or investment advice including within the meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act. 
Certain transactions give rise to substantial risk and are not suitable for all investors. The strategies discussed herein can have volatile performance and may employ leverage. Moreover, investment advisory fees and 
expenses may offset trading gains. 

This report was prepared by ALM First Financial Advisors, LLC. The hereto mentioned report contains information which is confidential and may also be privileged. It is for the exclusive use of the intended recipient(s). 
If you are not the intended recipient(s), please note that any distribution, copying, or use of this report or the information contained herein is strictly prohibited. If you have received this report in error, please notify the 
sender immediately and then destroy any copies of it. ALM First neither owes nor accepts any duty or responsibility to the unauthorized reader. ALM First shall not be liable in respect of any loss, damage, or expense 
of whatsoever nature which is caused by any use the unauthorized reader may choose to make of this report, or which is otherwise a result of gaining access to the report by the unauthorized reader. 
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