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More Seasoned Performing Loans Come To Market

Banks that are cleaning up their balance sheet are being handsomely rewarded.
 In May, State Bancorp in Jericho, New York was sold at 1.85 times tangible book 
value to Valley National Bancorp in Wayne, New Jersey for $222 million in stock. The 
bank fetched a strong premium after it aggressively cleaned up its portfolio of non-
performing residential loans.
 By comparison, financial institutions with a large volume of non-performing loans 
are selling for much less.  A recent analysis from SNL Financial found that the median 
valuation of the 34 deals announced in the first quarter of 2011 was just 1.07 times book 
value.
 “The cost and the economic drag of those assets would have not let us return to 
profitability,” State Bancorp CEO and President Thomas O’Brien told American Banker. 
“I am more convinced than ever that it was the right move. It made understanding our 
company much easier.”

Sell vs. Hope-And-Wait

State Bancorp made the deliberate decision to sell troubled loans quickly, instead of 
holding onto them in the hope they would improve.  The strategy caused some immedi-
ate pain because many of the loans were deeply discounted.
(Continued on page 4)

A growing number of financial institutions are selling seasoned performing loans to rebal-
ance their portfolios.
 Since the beginning of the fourth quarter, DebtX has sold about $750 million in per-
forming loans. From Jan. 1, 2010 through Sept. 30, 2010, DebtX sold about $600 million in 
performing loans.
 The sales include a wide range of commercial real estate and healthcare loans.  The 
sellers include community banks, mortgage companies, nonprofit organizations and diver-
sified financial services companies.
 Financial institutions typically rebalance their portfolios for a variety of reasons.  They 
may want to exit a particular sector, reduce exposure after an acquisition or sale, or free 
up capital to lend in more profitable market segments.
 “Over the past few years, DebtX has offered a record volume of non-performing loans 
because so many institutions have focused on cleaning up their balance sheets,” said 
Kevin Kelley, Managing Director, Trading.  “Since the beginning of the year, we’ve seen 
institutions start to actively manage their portfolio. We expect to see more performing loans 
come to market in the remainder of 2011.”

DebtX is working with a growing number of 
financial institutions to provide loan portfolio 
due diligence services, including loan under-
writing, loss forecasting and cash flow analy-
sis, in support of strategic M & A transactions.
 “DebtX can help financial institutions 
evaluate acquisitions – whether as a buyer 
or seller - by providing greater insight into 
the value of loan portfolios,” said Executive 
Vice President Bruce Hounsell.  “DebtX has 
the systems, expertise and market data to 
conduct rapid and thorough analyses to help 
institutions make informed decisions about 
strategic initiatives.”
 DebtX recently helped a $5 billion region-
al bank conduct pre-acquisition due diligence 
on a prospective bank purchase that had a 
significant volume of classified CRE assets in 
its portfolio. 
 DebtX provided full-service asset evalu-
ation, loss forecasting and cash flow analy-
sis.  By combining a manual file review with 
statistical loan valuation techniques, DebtX 
generated a precise estimate of the portfolio 
cash flows, losses and an estimate of value 
for the entire $500 million loan portfolio.  
(Continued on page 4) 

THE LOAN SALE

DebtX Helps Financial Institutions 
Analyze M&A Opportunities



DebtX Case Studies
Regional bank sold $285 million in performing and non-performing residential loans

Seller Goals and Concerns: This regional bank was involved in an arrangement with a government agency. Due to the nature of the part-
nership and government regulation, the sales required particularly high levels of transparency, security and privacy. The sale process would 
be highly scrutinized and the seller wanted significant levels of support in all phases of the sale to ensure compliance.

It was imperative that multiple bids be obtained at the highest possible prices and that all bids carry absolute certainty of execution. The 
sale consisted of four residential loan pools with an average loan balance of $345M. The majority of the loans were HAMP modified.

Solutions and Outcomes: DebtX provided the client with complete confidence regarding security and privacy.  DebtX has passed security 
audits by many of the world’s most sophisticated financial institutions and maintains high standards of security and privacy at all times. 
Buyers registered with DebtX must be either accredited investors or qualified institutional buyers who have made substantial representa-
tions, warranties, certifications and disclosures prior to having access to any offering.

The DebtX team supplied “on the ground” support from the initial gathering of documents through marketing, bidding and post-closing 
servicing and transfer. After closing, DebtX provided an auditable transaction summary.

DebtX’s extensive buyer database and patented trading desk allowed traders to reach out to a large number of highly relevant and quali-
fied buyers capable of fully-executable bids.  A broad marketing campaign resulted in scores of bids by qualified buyers in the desired price 
range.  

This seller engaged DebtX in a multi-year loan sale relationship to effect an orderly reduction in non-strategic assets.

 

A large financial institution sold $74.3 million in performing and non-performing CRE loans

Seller Goals and Concerns: This large financial institution was under pressure from bank analysts to reduce the level of NPAs in its portfo-
lio.  Previous attempts to sell the loans internally had frustrated the institution with few offers from unreliable buyers at low prices, resulting 
in criticism from analysts and regulators.  These failed sales attempts were a poor use of their professional staff time. The seller sought an 
orderly, effective and transparent sale process that would obtain the highest possible price.

The loans to be sold were both performing and non-performing loans secured primarily by various commercial property types, related 
business and equipment loans, land for development and some REO properties.  Many were complex credits, requiring a large amount of 
due diligence and explanation.  

Solutions and Outcomes: DebtX brought multiple binding bids at higher than expected prices on every single loan offered.  This success, 
teamed with the quality level of underwriting and a highly transparent process, allowed the seller to meet the promised level of NPA reduc-
tion and satisfy the analyst expectations.

DebtX’s thorough underwriting provided highly organized due diligence files.  This allowed potential investors to better understand the loans 
offered.  DebtX’s extensive buyer database and a marketing outreach program specifically designed for this offering were able to reach 
multiple qualified investors.  

With DebtX, the seller experienced greater predictability and better pricing.  The seller engaged DebtX for continued programmatic selling of 
its troubled assets.

Upcoming Loan Sales
$9.9 Million

Mixed performance CRE loans 

located throughout the U.S.

Bid Date: July 20, 2011

$1.8 Million

Performing multifamily 

loan located in New York

Bid Date: July 28, 2011

$15.9 Million

Non-performing CRE loan 

located in New Mexico

Bid Date: July 14, 2011

$161.5 Million

Performing CRE loans 

located throughout the U.S.

Bid Date: July 26, 2011

$2.9 Million

Performing residential 

loan located in Arizona

Bid Date: July 25, 2011

$49.7 Million

Multifamily loans located 

throughout the U.S.

Bid Date: August 3, 2011 Innovation. Experience. Results.



Maximizing DebtX:
Q&A with John Sauer, Managing Director and Southeast 
Regional Sales Manager

The Benefits of Managing Down Non-Performing Loans

How can a financial institution better manage non-performing loans (NPLs) and non-
strategic assets on a quarterly basis?
Financial institutions are under increasing pressure to meet their targets for NPLs. 
Unfortunately, most miss their numbers and the results aren’t pretty.  DebtX has provid-
ed a number of my clients with the certainty of execution in selling loans held for sale.  
When it comes to selling these loans, it’s critical to do what you say you’re going to do.

Why is this so important?
Analysts need to know whether the institution can make good on its NPL targets. You 
can’t write a report with any confidence if the institution keeps missing its numbers.  
We’ve seen a lot of equity analysts get frustrated when an institution doesn’t deliver.  
That negatively affects the relationship between the analyst and the institution. It often 
hurts the stock.

What happens to a financial institution that can’t consistently manage non-performing 
loans on a quarterly basis?
Those institutions suffer. Their access to capital is limited, and their stock price is 
frequently depressed.  The institution’s ability to carry out an acquisition is also impact-
ed.  If an institution can’t manage its own non-performers, how is it going to handle the 
troubled loans acquired during an acquisition?

How focused are analysts on non-performing loans?
After earnings, it’s all they want to talk about.  NPLs are a difficult line-item for analysts, 
and they’re continually looking for guidance.  If an institution doesn’t meet its number, 
which is happening often, the penalty is high.  That happened recently to one institution 
we’re watching.  Analysts moved this stock to a strong sell from a buy because it couldn’t 
hit its NPL targets.

How does the level of non-performing loans affect an institution’s acquisition strategy?
In today’s marketplace, “acquirer” is a code word for healthy. Healthy means a clean 
loan portfolio and a high level of capitalization.  If you’re not an acquirer, you’re in 
trouble.  The race is on to get healthy so institutions can be that acquirer.  Without a 
robust balance sheet, you have limited options. You’re also vulnerable to being swal-
lowed up.

Can you give an example of how one of your clients used DebtX to help with analysts?
We’ve been helping an institution in the Southeast reduce non-performing loans over 
the past three quarters. The institution is selling distressed loans on a regular basis. 
That has demonstrated management’s commitment to dealing with the problem.  It’s 
been interesting to watch the reaction from analysts. Before the institution started 
aggressively addressing the problem, half the questions on earnings calls were about 
controlling non-performers.  Now, that discussion rarely comes up.

What’s the best way to address non-performers?
Tackle them head on.  Communicate to all of your constituencies that a loan sale pro-
gram is going to be put in place to manage down NPLs.  Set benchmarks and make 
sure you hit them.  What won’t work is trying to shift attention away from them.  We’ve 
seen one regional bank attempt that, but analysts just won’t let it go. 

For more information about beginning a loan sale program today, contact DebtX, 
617.531.3400.

“In today’s marketplace,
acquirer is a code word for 
healthy. Healthy means a clean 
loan portfolio and a high level 
of capitalization.  If you’re not 
an acquirer, you’re in trouble.”
John Sauer



DebtX Helps Financial Institutions 
Analyze M&A Opportunities

A Clean Balance Sheet Delivers a Premium

(Continued from page 1)
 However, by disposing of problem loans instead of holding them through loan 
workout, State Bancorp eliminated the doubt about the company’s balance sheet.  That 
enabled the bank to achieve its strategic objective of maximizing shareholder value. 

 “State Bancorp’s premium is the just the latest example of how a clean balance 
sheet creates more strategic options for financial institutions,” said DebtX CEO Kingsley 
Greenland. “Without a strong balance sheet, a financial institution will be in a compro-
mised position if they want to acquire institutions or sell the franchise at a premium.”

(Continued from page 1)
 Over the course of a week, DebtX’s 
due diligence team focused its review on a 
significant portion of the largest loans and 
classified assets, together with a random 
sample of loans. The results were extrapolat-
ed across the entire portfolio of Commercial 
Real Estate loans, Acquisition Development 
& Construction loans, Residential loans, 
Consumer loans and Commercial & Industrial 
loans.
 DebtX’s analysis helped inform the insti-
tution about the size and timing of expected 
losses in the target portfolio. The analysis 
also assessed the adequacy of existing loan-
loss reserves.
 “DebtX brought tremendous insights to 
the decision makers at the acquiring institu-
tion,” Hounsell said.  “We helped the institu-
tion reach a more informed opinion about the 
expected losses embedded in the portfolio, 
which ultimately affected its investment deci-
sion.  

For more information about this service, 
contact David Roover, 617.531.3446, 
droover@debtx.com.
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The following reports are available to sub-

scribers of DebtX’s DXMarket Data subscrip-

tion service.

Week of July 11

• CRE Capital Markets Observations

• Bank Watch

 
Week of July 18

• Non-Performing Loan Sale Prices

• Secondary Loan Market Commentary

• Secondary Loan Market Liquidity

Week of July 25

• CMBS Loan Collateral Prices

To learn more about DXMarket Data, 
visit https://www.debtx.com/Products/

DXMarketData.asp or contact David Roover 

at 617.531.3446, droover@debtx.com.

17th Annual Reuters LPC Loan Conference

September 22, 2011, New York, NY

EXPO REAL

October 4-6, 2011, Munich, Germany

2011 RMA Annual Risk Management Conference

October 23-26, 2011, Washington, DC

LSTA Annual Conference

November 2, 2011, New York, NY

CRE Finance Council January Conference 2012

January 9-11, 2012, Miami Beach, FL

MBA CREF/Multifamily Housing Convention & 

Expo

February 5-8, 2012, Atlanta, GA

Upcoming ConferencesUpcoming Reports From DebtX


