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What is Loan Portfolio Management?
Using business strategies, based on good intelligence, to offer a broad 
spectrum loan products to members/consumers that provide consistently 
positive cash-flow to the credit union.

• Market Position
• Origination Channels
• Pricing
• Collections
• Recovery
• Loss Mitigation

Strategy

• Acquiring Information
• Understanding Acquired 

Information
• Using Understanding to Implement 

Strategy

Intelligence



Without Data, 
you’re just another 

person with an 
opinion.

W. Edwards Deming

Intelligence IS NOT solely an experientially-based opinion



Why Does Experientially-Based Opinion (Intuition) Fail?

• We are inconsistent
• We remember things that didn’t 

happen
• We are not as good as we think we are
• We won’t give up on bad data
• We anchor on irrelevant or over-

weighted data
• We get hungry and tired

Daniel Kahneman, Psychologist



Top 5 Cognitive Biases

• Availability Heuristic 
(this just happened)

• Salience Error 
(fear factor)

• Ostrich Effect 
(that can’t happen)

• Outcome Bias 
(that’s never happened)

• Confirmation Bias 
(that’s what I thought 
would happen)



Four Cases Studies in Data-Driven Lending Decisions
• What lending channels should we use?
• How can we generate more loans?
• How can we accurately predict loan 

performance?
• How can we price our loans 

competitively and still be profitable?

• How can I manage and diversify 
portfolio risk?

• How can I automate more of the 
lending process?



Case Study #1: We can’t do Indirect Lending anymore.
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Experience Informing Decision

• Significant losses taken on loans 
with terms > 84 months.

• Can’t compete in Indirect w/o 
84-month term.

• Indirect Lending curtailed end of 
2017 impacting loan growth 
considerably in 2018.



1 2 3 4 5 6 7
60 to 71 Months 0.48% 0.70% 0.80% 0.94% 0.99% 1.10% 1.10%
72 to 83 Months 1.46% 2.27% 2.68% 3.32% 3.57% 3.68% 3.68%
84 to 95 Months 1.03% 2.17% 2.46% 3.14% 3.63% 3.84% 3.84%
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2013 Static Pool

1 2 3 4 5 6
60 to 71 Months 0.87% 1.55% 2.46% 3.17% 3.17% 3.17%
72 to 83 Months 1.87% 3.58% 5.13% 6.15% 6.61% 6.61%
84 to 95 Months 1.23% 2.96% 5.15% 6.35% 6.79% 6.79%
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2014 Static Pool

1 2 3 4 5
60 to 71 Months 0.62% 0.64% 1.22% 1.23% 1.23%
72 to 83 Months 0.52% 2.32% 4.34% 4.79% 4.79%
84 to 95 Months 0.58% 2.67% 4.39% 5.03% 5.03%
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2015 Static Pool

1 2 3
60 to 71 Months 0.90% 2.19% 2.19%
72 to 83 Months 0.38% 1.56% 1.56%
84 to 95 Months 0.25% 1.04% 1.10%
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2017 Static Pool



Average 

Balance

Charge-Off 

Amount

Annualized 

Loss Ratio

60 to 71 Months $1,317,849 $1,102 1.00%

72 to 83 Months $4,208,428 $9,731 2.77%

84 to 95 Months $2,606,817 $5,350 2.46%

Average 

Balance

Charge-Off 

Amount

Annualized 

Loss Ratio

60 to 71 Months $2,004,095 $3,108 1.86%

72 to 83 Months $7,130,448 $18,233 3.07%

84 to 95 Months $10,471,623 $23,278 2.67%

2013

2014



2015

2016

Average 

Balance

Charge-Off 

Amount

Annualized 

Loss Ratio

60 to 71 Months $1,273,885 $777 0.73%

72 to 83 Months $6,436,726 $11,845 2.21%

84 to 95 Months $12,907,965 $23,354 2.17%

Average Balance

Charge-Off 

Amount

Annualized 

Loss Ratio

60 to 71 Months $1,258,056 $654 0.62%

72 to 83 Months $5,111,771 $8,199 1.92%

84 to 95 Months $16,952,852 $24,011 1.70%
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Summary of Analysis

• Credit Union Indirect loan 
performance was poor, especially on 
loans with 72 – 84-month terms.

• Poor performance, however, was 
predominately B, C and D borrowers.

• Credit union could have more 
precisely priced for risk.

• Cutting indirect for the wrong reason 
had a negative impact on future 
growth.



Case Study #2: Is Direct or Indirect more profitable
Experience Informing Decision

• Internal argument of the 
profitability of delivery channels

• Charge-Off dollars weighted 
highly in the comparison

• Comparisons done were not 
Apples to Apples.



All Originations
Direct Indirect

2017 3.44% 2.03%
2018 3.69% 2.78%

2017-18 Originations Only
Direct Indirect

2017 2.46% 4.13%
2018 2.52% 3.11%

Two Different Views of Net Yield

Net Yield measured on all loans 
during the same period

Net Yield measured on loans 
originated in a defined period of 
time.



Segmented Cash 
Flows

2017 Origination Pool - 27 Months

90-100% LTV

Tier Avg 
Balance

Annualized 
Income

Total 
Losses

Avg Annual 
Yield

Annualized 
Loss Ratio

Annualized 
Net Yield

A+ $988,768 $32,387 $0 3.28% 0.00% 3.28%
A $1,108,626 $45,795 $0 4.13% 0.00% 4.13%
B $901,230 $53,511 $8,989 5.94% 0.44% 5.49%
C $280,582 $22,158 $0 7.90% 0.00% 7.90%
D $40,871 $4,966 $0 12.15% 0.00% 12.15%

100-120%  LTV

Tier Avg 
Balance

Annualized 
Income

Total 
Losses

Avg Annual 
Yield

Annualized 
Loss Ratio

Annualized 
Net Yield

A+ $1,561,829 $52,756 $569 3.38% 0.02% 3.36%
A $3,993,865 $155,464 $87,430 3.89% 0.97% 2.92%
B $4,626,373 $253,716 $85,883 5.48% 0.83% 4.66%
C $1,943,510 $132,280 $42,390 6.81% 0.97% 5.84%
D $257,193 $20,955 $8,316 8.15% 1.44% 6.71%

>120%  LTV

Tier Avg 
Balance

Annualized 
Income

Total 
Losses

Avg Annual 
Yield

Annualized 
Loss Ratio

Annualized 
Net Yield

A+ $1,233,052 $42,285 $43,498 3.43% 1.57% 1.86%
A $2,628,751 $107,617 $73,194 4.09% 1.24% 2.86%
B $2,153,677 $115,466 $42,388 5.36% 0.87% 4.49%
C $451,222 $27,083 $24,329 6.00% 2.40% 3.61%
D $60,591 $4,585 $0 7.57% 0.00% 7.57%



Measure ALL 
Cashflows 

equally amount 
all segments



Summary of Analysis
• Profitability can “appear” to be 

different, depending upon what 
measure and period you use to 
measure.

• Isolation of product attributes enables 
one to see key differences in 
performance that are not explainable 
by the broader product category.

• Granular analysis allows lenders to 
more accurately price loans.



Case Study #3: Granular Product Cash Flows
Experience Informing Decision

• Some products require more 
effort to service and draw more 
attention

• High losses in one segment 
indicate lower profitability

• Pricing fails to adequately cover 
all costs



Cash Flows by Product

Loan Group
Avg Monthly 

Balance
WAR COF

Dealer 

Fee %
OE

Avg 

Loss %

Est. Avg 

Net Yield

Direct Auto $6,691,845.72 4.29% 0.22% 0.00% 2.10% 0.27% 1.70%

Indirect New Auto $35,276,061.12 2.80% 0.22% 0.82% 1.10% 0.41% 0.25%

Indirect Used Auto $22,611,220.70 3.59% 0.22% 0.89% 1.10% 0.77% 0.61%

Mortgage $55,587,281.07 3.76% 0.22% 0.00% 2.10% 0.00% 1.44%

Other $61,054,848.49 4.36% 0.22% 0.00% 2.10% 0.26% 1.79%

Signature $4,932,216.26 10.91% 0.22% 0.00% 2.10% 2.16% 6.43%



Cash Flows by 
Product & Risk 

Tier

Tier Loan Group
Avg Monthly 

Balance
WAR COF

Dealer 

Fee %
OE

Avg 

Loss %

Est. Avg 

Net 

Yield

Risk Tier 1 Direct Auto $2,519,017.53 2.98% 0.22% 0.00% 2.10% 0.00% 0.66%

Risk Tier 1 Indirect New Auto
$23,121,474.4

2
2.20% 0.22% 0.76% 1.10% 0.16% -0.04%

Risk Tier 1
Indirect Used 

Auto

$11,141,725.3

0
2.32% 0.22% 0.84% 1.10% 0.15% 0.01%

Risk Tier 1 Signature $1,608,813.63 9.38% 0.22% 0.00% 2.10% 0.93% 6.12%

Tier Loan Group
Avg Monthly 

Balance
WAR COF

Dealer 

Fee %
OE

Avg 

Loss %

Est. Avg 

Net Yield

Risk Tier 3 Direct Auto $1,489,783.02 5.20% 0.22% 0.00% 2.10% 0.36% 2.51%

Risk Tier 3
Indirect New 

Auto
$3,054,282.79 5.19% 0.22% 0.67% 1.10% 1.76% 1.43%

Risk Tier 3
Indirect Used 

Auto
$3,389,516.26 5.44% 0.22% 1.03% 1.10% 1.39% 1.70%

Risk Tier 3 Signature $870,855.34 12.69% 0.22% 0.00% 2.10% 1.93% 8.45%



Summary of Analysis
• Product profitability is more precisely 

calculated using lifetime cashflows rather 
than period calculations.

• Drilling-down into data can provide 
information as to what risk factors are 
more impactful to product profitability.

• Providing this level of information help 
supports decisions of lenders to increase 
or decrease risk.



Case Study #4: Portfolio too low-risk weighted
Experience Informing Decision

• Unequal distribution of loan risk
• Credit Union doesn’t tolerate 

losses well
• Yield on portfolio is too low



Credit Scores Mean Something

Strongest 
Predictor 
of default



LTV is highly 
predictive of 

loss given 
default

Origination 

Count

Predicted 

90-Day 

Default 

Count

Predicted 90-

Day Default 

Rate

Actual 90-

Day Default 

Count

Actual 90-

Day Default 

Rate

Tier 1

101-110% 557 4 0.68% 9 1.62%

111-120% 428 3 0.68% 17 3.97%

> 120% 9 0 0.68% 2 22.22%

Tier 2

101-110% 485 20 4.08% 25 5.15%

111-120% 177 7 4.08% 14 7.91%

> 120% 8 0 4.08% 1 12.50%

Tier 3

101-110% 499 43 8.60% 54 10.82%

111-120% 106 9 8.60% 9 8.49%

> 120% 4 0 8.60% 1 25.00%

Tier 4

101-110% 109 12 11.37% 19 17.43%

111-120% 24 3 11.37% 4 16.67%

> 120% 1 0 11.37% 1 100.00%

Tier 5

101-110% 62 9 14.52% 14 22.58%

111-120% 18 3 14.52% 3 16.67%

> 120% 14.52%

Tier 6

101-110% 62 22 36.20% 18 29.03%

111-120% 14 5 36.20% 4 28.57%

> 120% 2 1 36.20% 0 0.00%



Dynamic Loan Pricing Allows Lenders Flexibility

Auto Loan Rates – No Filter



Dynamic Loan Pricing Allows Lenders Flexibility

Auto Loan Rates – No Filter



Summary of Analysis
• The credit union should be continually 

measuring performance against 
predictive values.

• It is important to understand the 
different between the risk of default and 
the risk of loss.

• It is important that the credit union is 
accurately pricing loans based relative 
risk factors, not simply pricing categories 
based on credit score and term.

• Provide feedback-loop to underwriters.



Other Areas to 
Monitor

Key Performance Indicators



Dealer Management



Application Decisions



The Data-Driven Credit Union

Creating a Data-Driven Decision
Culture in Your Credit Union



Thank You!

Michael Cochrum, CEO CMRG/CUBI.Pro
P: 972.814.1477
E: michael.Cochrum@cubi.pro
W: www.cubi.pro
Follow Me on LinkedIn!
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