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Consider Secondary Market Loan Sales When Preparing Your CFP
 

Silicon Valley Bank’s collapse has heightened the urgency for institutions to review their Contingency
Funding Plan (CFP). Liquidity planning is always important, but for those with large balances of uninsured
deposits, it has taken on a sense of urgency given recent events. The rapid increase in interest rates,
causing steep mark-to-market declines in asset values, and increasing deposit outflows has exacerbated
the problem. Having a robust CFP to protect against a run-on-the-bank scenario will be a focus of
regulatory exams for the foreseeable future. It is also important to consider whether your institution could
withstand a fast-moving social media attack or a sharp increase in competitor rates.
 
In this post, we will discuss a potential solution, but we first want to review the requirements of a solid
CFP.
 
SVB’s Contingency Funding Plan Report
 
In regards to SVB, we used CALL data, calibrated to Thomas Ho Company’s database to calculate an
implied CFP report. In a previous post, we highlighted the rapid balance sheet deterioration of SVB’s
interest rate risk and product profitability throughout 2022 and showed how a basic trend analysis based
on call data could have raised red flags well before the bank’s demise.
 
Below is SVB’s implied CFP report for Q4 2022. The results show that SVB failed their Capacity
Coverage Ratio, Liquidity to Asset Ratio, Wholesale Funding Coverage, and Coverage after LCAP
Initialization in the SVB-Crisis scenario.

These ratios highlight the importance of secondary funding sources. Total secondary funding sources is
the first liquidity measure that directly relates to all policy limits.
 
Many banks currently hold high amounts of short-term assets, simply because the inverted yield curve
means that assets are providing substantial income. Mean-reversion to a more normal yield curve will
lead to lower income being generated by short term assets. In this case, ensuring sufficient liquidity can
be costly when cash provides minimal return.
 
Consider Loan Sales to Augment Liquidity
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One solution to increase secondary funding sources for the Contingency Funding Plan is to evaluate your
loan book for potential sale candidates. The secondary loan market has become more active in recent
years and can be an efficient way to increase liquidity and manage concentration risk if needed. We
suggest that CFIs continuously monitor the ability to sell loans by understanding where bids would be at
any given time for on-balance sheet loans. It is also recommended that institutions understand the
mechanics of loan trading and test this liquidity source periodically. Being connected to a live loan trading
platform like Loan Central provides market color to help institutions understand where loans could be
executed in a normal or stress situation. We encourage our clients to link their loan book to the platform,
so they’re prepared to act quickly when needed. Your loans are kept private, but this allows us to provide
real-time market color and pricing information. For example, if an inquiry is added to the system that
matches loans that you own, we will notify you of the bid, and you can decide if you would like to offer the
loans for sale. If not, it still provides a live indication of where you could sell at that time.
 
Here is a quick checklist to consider in preparing for a loan sale from the banking book:

Communicate with correspondent banks to understand their requirements and pricing when
purchasing loans.
Utilize our Optimization models to identify loans you would be willing to sell that are executable
and wouldn’t materially alter the risk profile of your remaining portfolio.
Ensure loan collateral files are in order and supporting documents match the data tape.
Prepare the data tape to load into Loan Central and establish a reserve price i.e., minimum bid.

CFIs can conduct a small loan transaction to familiarize themselves with the process as part of the
preparation. A well-prepared process can shorten the time to execute a transaction. Furthermore, you
can avoid a fire sale of distressed loans, as in the sale of First Republic Bank.
 
Thomas Ho Company, along with our partners, stand ready to help you with every step of the process
from identifying what to sell to evaluating the impact of a sale, and the actual transaction execution.
 
Selecting a Loan Pool to Prepare for Sale
 
Identifying loans that are more broadly traded with relatively current market rates are good options to
consider for sale if needed. Conforming residential loans are a good choice since they are more generic
and there is a larger volume of secondary loan market activity. Nevertheless, other loans such as Non-
QM, ITIN loans (as explained in a previous Post), Jumbo loans, FHA and VA loans can also be good
options. Mortgage Correspondent loan investors, such as our partner FutureWave Finance, are buyers
of these types of loans. We encourage our clients to get to know these buyers and their requirements in
advance, so they’re prepared to act quickly.
 
Conclusion
 
Selling loans in the secondary market can be an efficient way to raise liquidity. If you follow the steps
outlined above to prepare for a potential loan sale, it may be possible to include selling loans as part of
your secondary funding sources for your CFP. This approach can supplement additional wholesale
funding options such as FHLB funding, and will thus broaden the diversification of funding sources in your
CFP.
 
Next Steps:
 
Do not hesitate to reach out to learn more about the Contingency Funding Plan and the use of asset
sales as another source of funding.
 
To learn more or arrange a demo, please contact Megan Trillet, Director of Marketing, at (330) 687-0608
megan.trillet@thomasho.com.

Disclaimer
 

THC is not a registered investment advisor or broker/dealer and does not provide investment advice to
any person or entity. Information contained in this Report shall not be construed as any advice or
recommendation for trade or investment or otherwise and is not intended to substitute obtaining any
investment or trade advice.
 
THC is not an accounting firm, legal or tax advisor. Information contained in this Report shall not be
construed as any accounting, legal or tax advice, and is not intended to substitute obtaining accounting,
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legal or tax advice.
 
Before acting on any information provided in this Report you should conduct your own due diligence to
evaluate the accuracy, completeness, and usefulness of the information therein, as well as the risks
associated with using THC’s models and related services. In particular, you should seek independent
investment, legal, tax and accounting advice.

Find more updates and news from Thomas Ho Company on our LinkedIn here.

Thomas Ho Company Ltd., 55 Liberty Street, Suite 4B, New York, New York 10005
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