March 16, 2016

Weekly Post: Participate Loan Transactions
Dear ClientsRecently I spent fives weeks traveling across the country to hold indepth discussions with many THC clients.
In these lengthy meetings, our discussions went beyond regulatory reporting. Much of the time was
productively used in evaluating alternative strategies to meet the challenges, such as the funding costs of
deposit accounts, CECL analysis, and managing the yield curve risk where short term rates rise while long
term rates remain unchanged.
Perhaps the most important banking challenge of all is how to gain access to new loans to grow the balance
sheet and enhance income. In my previous Post “Too Small to Succeed?” I wrote in the conclusion that “In
this new era of banking, and as the disintermediation process is put into reverse, community banks, and credit
unions can take advantage of the opportunity to leverage information technology, enhance operational efficiency, optimize capital utilization, and provide personalized services to customers.”
In fact, I believe community banks and credit unions have an opportunity to strive in this environment. This
Post explains “How.”
Challenges




Traditionally community banks and credit unions often participated and worked together to fulfill
customers’ needs. Disintermediation by Fannie Mae and Freddie Mac disrupted this process. Can
modern technologies restore the “participation practice”?
While there is a demand for loans among banks and credit unions, where can we find loans available for
sale?
Can I make longer term loans in a potentially rising interest rate environment while managing interest
rate risk by understanding the impact of funding and leverage opportunities?

Solution
Some of you have already used the Risk Officer function called “Transactional Network.” (Just click on the
link on the top right hand corner of Risk Officer). Transactional Network enables you to submit your inquiry
to buy or sell loans. Web based technologies have created many opportunities to the traditional
participation business.
Submit Your Inquiry
You can search or submit buy or sell inquiries by just entering the transaction type, loan type, credit and
geographic info of loans that you seek to buy or sell. Of course, you can also provide your
comments/requirements and even more complete loan info such as the loan tape.
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Search for Counterparties
THC proprietary technology will conduct a comprehensive search to provide a list of best matches between
buyers and sellers. Our technology facilitates an indepth analysis which will enable prospective buyers and
sellers to evaluate selected loan portfolios. These Asset/Liability Management reports can be used to
communicate your proposed decisions in ALCO meetings, Board presentations, and with regulators. An
example of a loan portfolio is depicted below. It shows the distribution of loan types, Geo, Current Balances,
FICO and more.

Negotiate
Prospective buyers/sellers can then negotiate the conditions and price. You can attach files and make
comments. All documents are provided to faciliate the process. The communications go through THC
support, and the negotiation is anonymous until the letter of intent is executed. Below are examples of
messages exchanged between buyers and sellers via THC.
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Our Loan Transaction process is made efficient: Submit, Search, and Negotiate.
Numerical Example
Web based technology brings efficiency to the Participation process and enables us to transact in small loan
amounts. Currently, THC network has access to an estimated 2,000 community banks and credit unions.
Memberships are free. All community banks and credit unions are encouraged to join the network because
all members benefit from increase participation.
THC ALM state of-the-art models provide significant value to the Participation. For example, the THC Risk
Adjusted Performance (TRAP) Report provides all of the loan’s relevant characteristics for ALCO, Board, and
regulatory meetings. An example is provided below showing the analysis of a loan pool: duration,
prepayment speed, fair pricing and more.

Furthermore, the impact of any loan transaction, buys or sell, is analyzed at the balance sheet level. For
instance, the demand for loans from another financial institution is so high that you may consider selling
your loans to other banks instead of selling to Fannie and Freddie. The benefits of buying the loans with cash
can be analyzed using an ALM report presented below. The results show that earnings increase by $460,000
with an increase 0.77 year in duration.

Conclusions
The THC mission as articulated by the Office of Thrift Supervision (OTS) in 2006 is to dedicate our service to
the communities. Leveraging technologies, THC can assist in “leveling the playing field.” And “Too Small to
Succeed” does not apply to today’s technologies.
THC Network Transaction enables our clients to transact on prices with transparency in a “market,” similar
to Wall Street, irrespective of the balance sheet size.
This Post deals with a complex process made simple in a few paragraphs. Please do not hesitate to contact
me if you have any questions about doing your participation or reviewing loan simulations for your institition
based on different funding and leverage opportunities.
Regards,
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Tom Ho
Tom.ho@thomasho.com
1-212-732-2878
THE THC CONTENT IS PROVIDED AS IS, WITHOUT REPRESENTATIONS OR WARRANTIES OF ANY KIND. TO THE
MAXIMUM EXTENT PERMISSIBLE UNDER APPLICABLE LAW THC HEREBY DISCLAIMS ANY AND ALL
WARRANTIES, EXPRESS AND IMPLIED, RELATING TO THE THC CONTENT, AND NEITHER THC NOR ANY OF ITS
AFFILIATES SHALL IN ANY EVENT BE LIABLE FOR ANY DAMAGES OF ANY NATURE WHATSOEVER, INCLUDING,
BUT NOT LIMITED TO, DIRECT, INDIRECT, CONSEQUENTIAL, SPECIAL AND PUNITIVE DAMAGES, LOSS OF
PROFITS AND TRADING LOSSES, RESULTING FROM ANY PERSON’S USE OR RELIANCE UPON, OR INABILITY TO
USE, ANY THC CONTENT, EVEN IF THC IS ADVISED OF THE POSSIBILITY OF SUCH DAMAGES OR IF SUCH
DAMAGES WERE FORESEEABLE
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