
 
Loan Trading:  Auto Performance Update                                       February 4, 2020   

Auto Loan Performance                                         
• Net charge offs remain stable in the 50 – 60bp range.   
• Have your pools performed how they were modeled? If not, what contributed to the under/over performance? 
• Delinquency levels remain muted and have remained relatively stable – seasonal factors driving variability 
• FICO and LTV continue to be the most correlated with delinquency and charge-offs 
• Indirect loan performance continues to be minimally different than direct loans 
• As loans season, we are finding significant declines in probability of default 
 
We continue to be very active in trading auto loan participations and analyzing loan portfolio compositions.  We receive monthly 
performance reports on over $2.7B of auto balances, monitor more than 140 pools, and have over 6 years of performance information 
on our most seasoned pools.  We continue to track the performance of individual pools and seller specific performance as well as 
consolidated analytics to determine any trends or risk factors occurring in the auto space.   
 

Credit Composition of Participations Sold 
The auto loans have a strong credit profile, with an average credit score of 734. The distribution of credit scores as a percent of loans 
sold is provided in the table below.  In addition, we have provided the weighted averages by credit score band for the rate, terms, LTV, 
percent new and model age – all continue to remain stable as compared to the last several reports.   
 

 
 
The table below compares the loans originated from the direct and indirect channels.  Although the majority of loan pools sold are 
indirect, the average FICO is equivalent from both origination sources, but direct loans display lower LTV’s and fewer direct loans are for 
new vehicles.  We continue to see nominal differences in performance between direct and indirect loans from a loss perspective for 
pools we have sold. 

 
 

Indirect production continues to grow at a faster rate than direct production – indirect loans now make up over 61% of credit union 
vehicle portfolios which is up from 47% in 2014 and growing every quarter.  The graph on the left below shows that while indirect loan 
growth continues to outpace growth in the direct channel, the gap between the two has begun to narrow over the past year as both 
direct and indirect growth has slowed.  The graph on the right below shows a comparison of annualized net charge off levels for direct 
and indirect loans for all credit unions over $25MM in assets.  As you can see, these two levels have trended closer (within 10bp) over 
the past three years and overall charge off levels for both direct and indirect loans have declined since their peaks at the end of 2016.  
In other words, channel continues to not be a significant driver of performance.  We continue to believe investors should reconsider 
including origination channel in their investment parameters or placing higher value on direct originations.  
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Greater than 760 35.16%      75              64    11      3.521   802     96.58 44%         3.2 
720 - 760 19.60%      77              66    11      4.011   740  102.34 41%         3.3 
680 - 720 22.52%      77              67    11      4.731   700  103.97 39%         3.3 
640 - 680 16.51%      76              65    11      6.392   662  105.07 37%         3.6 
600 - 640 5.44%      72              63      9      9.403   624  104.25 26%         4.2 
Less than 600 0.01%      73              55    18   17.108   557     93.22 17%         5.0 
Total 100.00%      76              65    11      4.693   734  102.21 40%         3.4 



Prepayment Speeds 
Auto loan prepayment levels are typically more stable and less correlated to interest rate changes than other asset classes due to their 
short durations and balances that are much smaller than loans such as residential mortgages.  As premiums increase, the sensitivity to 
prepayment fluctuations are magnified.  An important way to mitigate against this volatility can be found in scrutinizing the seasoning 
distribution of the loans – the factor that we have found that most influences prepayment activity.  As seen in the chart on the left 
below, the older a loan is at closing, the faster on average it is paying off.  The chart below on the right shows that at the pool level, the 
correlation between loan age and prepay speed is still very strong despite the range of months of performance history among the 
different pools.  In constructing pools, we prefer to limit seasoning on auto loans to less than 24 months and to have a weighted 
average of between 7-10 months.   
 

   
 
Pool prepayments in full have generally ranged between 15 and 25 percent and have a weighted average of 17.5%.  We continue to see 
an upward slope in prepayment activity as seasoning occurs - 15% for months 1-12, 19% for months 13 – 24, 20% for months 25 – 36, 
21% for months 37 – 48, and 22% for months 49 – 60.  The chart below on the right examines prepayment speeds over time.  
Prepayments were fairly stable in the 15 – 20% range, but we saw a pronounced slowdown in prepayment activity starting at the end of 
2018 and into early 2019.  Since April, prepayments have rebounded to more typical levels, but we will continue to monitor this factor 
and attempt to determine how much of the slowdown in prepayments that occurred earlier in the year is related to rates rising, 
competition or other factors.  
 

    
 
 
One other important consideration in addition to the realized 
level of prepay, is the prepay assumption used to formulate 
yield expectations.  In the chart to the right we have compared 
prepay speeds experienced on pools placed by Vining Sparks 
relative to projected speeds at the beginning of the pools’ lives.  
As you can see, as our analytics have become more robust and 
refined over time, we have been able to more closely 
approximate how pools we craft should perform from a 
prepayment standpoint.  Pools sold beginning in 2017 have 
performed at or below expected speeds for the majority of 
periods thus far.  
 



Delinquency Rates                       
Loans with current or multiple historical delinquencies 
are screened out at closing, so there are very few 30+ day 
delinquencies experienced for the first several months. 
We tend to see a steady increase in delinquency levels 
throughout the first two years of the life of the pool, 
before normalization and some plateauing occurs. We 
continue to see that as the pools enter the latter stages, 
delinquent loans become a larger concentration of the 
lower remaining balances. At period 40, delinquencies hit 
2.00%, but at this point average remaining balance has 
paid down to 26% of the closing balance.  Once balances 
decline to these levels, delinquencies tend to have very 
little impact on the pool’s lifelong performance averages. 

 
We continue to further assess credit migration, through 
monitoring the probabilities of loans going further past 
due.  In the chart below on the left, it displays the probability of charge off as loans get further delinquent.  The black line is the average 
and we also provided the upper and lower credit bands for comparison.  As we have noted previously, the likelihood of a 780 credit 
score going delinquent is significantly lower than a 620 credit score, but once it goes beyond 30 days delinquent, the probability it 
ultimately charges off is very similar – when life events override credit history.  Also, in past write-ups, we have shown the other credit 
bands and how these perform similarly to the upper and lower bands.  We have seen little change to this factor (in fact, it appears to be 
getting even tighter), so we wanted to look at it by another factor.  In the chart below and to the right, we also list the probability that a 
loan moves from 30 to 60, 60 to 90 and 90 to charge-off by the age of the loan at closing.  We see a declining probability of further 
migration the more seasoned a loan is at closing.  In other words, the more seasoned the loan at closing, the more likely it is going to re-
perform – which makes sense when you consider significant pay history, reduction in balance owed and potential “equity” in the 
vehicle, so the borrowers will do more to overcome life events when they occur.   
 

         
 
Delinquency Seasonality  
The impact of seasonality on borrowers’ payment 
habits, as you can see in the chart to the right, is a 
meaningful component to consider when monitoring 
delinquency.  Peak delinquency months continue to be 
in December and January.  Delinquency averages decline 
through March and April and then begin to climb again 
through the rest of the year.  One thing to keep in mind 
when analyzing the impact of seasonality on 
delinquency rates, is that the time of year also impacts 
prepay speed.  Delinquency and prepay rates exhibit an 
inverse relationship with delinquency rates peaking 
during the winter and prepay rates peaking during the 
summer.  That being said, we saw a slight increase in 
delinquencies in 2019.  We will continue watching these 
trends to determine whether there is something 
systemic occurring or it is being driven by the production 
slowdown – which pushes out the average seasoning.   
 



In addition, we have charted the trends in percent of 
loans that are 30 days past due over time.  This 
continues to be relevant as we continue to see 
commentary about credit deterioration in auto 
performance.  As can be seen in the chart on the right, 
Vining Sparks created pools (orange) and depository 
aggregate delinquencies (blue) have performed better 
than the results tracked by the Fed (green) which shows 
about a 35bp increase over the last 4 years.  Despite the 
seasonal factors annually causing fourth quarter spikes 
in the Vining Sparks and credit union data, 30-day 
delinquencies have remained relatively stable over the 
last five years, staying within a 50bp range between 
15Q1 and 19Q4. We will continue to monitor these 
values and expect a future uptick in delinquencies due 
to volume declines leading to more seasoning in 
portfolios, thereby providing more opportunities for loans to go delinquent in relation to periods where new originations are able to 
offset some of the delinquent balances. 
 
LTV & FICO 
Given the independent correlation of delinquency 
rate with FICO and LTV we have highlighted in 
previous write ups, we combined the data sets to 
investigate whether the layering of these risk factors 
leads to elevated levels of delinquency.  The overall 
delinquency rates are strongly inversely correlated 
to credit score, and positively correlated with LTV 
levels.  It is interesting to note that LTV bands above 
110 have higher than average delinquency rates in 
every FICO bucket.  Lower credit scores intuitively 
lead to higher delinquency rates, but this finding 
emphasizes the importance of controlling exposure 
to high LTV loans regardless of the borrower’s credit 
score. The largest changes continue to occur in the 
640 – 680 bucket, but the “Stair-step” is evident in 
each bucket and these differences can become 
more magnified in the higher credit buckets where 
there is a smaller loss allocation built into margins. 
 
Net Charge-Off Rates  
The average annualized charge-off rate for autos is 
0.47% - ranging from 0.00% to 1.13% for individual 
pools.  This average represents pools that have 
seasoned 12 or more months. The chart to the right 
plots the annualized charge-off rates of the pools 
we have sold and continue to monitor and the 
months since closing of the pool.  We have also 
displayed a running weighted average that displays 
the annualized net charge off rate by period for all 
auto loans collectively sold by Vining Sparks. This 
trend-line has been fairly consistent over the last 
year and we continue to see a slight decrease in the 
top-end in the last few write-ups.  We have started 
to see a plateauing of the loss rate, once the pool is 
beyond 36 months since closing – likely due to 
future losses having less of an impact as the pool 
pays down.  The average has remained in a 10bp 
range between the 35th and 60th months.  



When viewing loan pool offerings, there are two 
important components related to credit losses with 
respect to their impact on net yield.  In addition to 
the projected loss level, it is also important to 
analyze the variability.   Above, we found our 
average pools project to finish with an annualized 
net charge-off rate around 0.50 - 0.60% for the life 
of the pool.  Charting one standard deviation above 
and below the net charge-off trend line, you can see 
that after the first 8-10 months of seasoning, the 
distribution remains consistently within a +/- 20-25 
bp range of the average throughout the periods – a 
relatively tight band considering the varied 
originators and credit quality and number of sellers 
represented.  Some outliers can occur, but we have 
found this tends to normalize over time and reverts 
to a tighter spread.  We continue to analyze the 
drivers of charge offs in an attempt to reduce volatility, but noise can and will happen. 

 
 
We also compared our experienced charge-off levels 
to the projected rate at the beginning of the pools’ 
lives.  Each pool will develop its own traits as it 
matures, so there will always be some variability.  
What is interesting to note is that the cluster of 
actual net charge-off levels is relatively close to 
projections and becomes more concentrated as 
pools season.  As pools approach maturity, their 
charge off level is a truer reflection of their 
composition and not subject to the noise that short 
term variance can create.  90% of the pools that have 
seasoned more than 12 months have had charge-off 
rates less than 20bp above the original estimates – 
volatility in losses for pools we have placed has been 
decreasing over the last several years.   
 
 
 
 
More on Charge-Offs… 
The charts below display the running weighted average charge off by band for LTV and FICO.   These charts demonstrate that the 
relationship between each of these factors and loss rate is consistent through time, so nominal differences are magnified as more 
seasoning occurs.  LTV and FICO have been and continue to be our primary metrics when projecting losses, but we continue to look for 
other metrics to improve our loss assumptions. 
 

    
 



Moving away from bands, the two charts below on the top left and right further demonstrate the strong relationship between FICO and 
LTV and charge offs.  We have recently found that the age of the loan at closing is similarly correlated with losses – the more seasoning 
at closing, the lower the loss experience as seen in the chart below on the bottom left.  Given this material correlation, going forward, 
seasoning/performance will be incorporated with LTV and FICO in an attempt to better project and reduce volatility in losses 
experienced.  That being said, seasoning should continue to be weighed with increases in prepayment speeds to ensure a good 
distribution/balance of loans in the pool. We continue to monitor other factors, especially DTI, as we hear from many customers about 
the importance of different metrics.  Despite the long-held belief that DTI is predictive and important component to credit 
underwriting, the chart on the bottom right displays a flat trend line indicating there is little to no significance in predicting charge off 
levels – in fact, it is non-additive to correlation in a multi-factor regression where DTI is included.  
 

   

   
 

Taking a deeper dive into the metrics above, we were able to uncover some trends within these individual factors.  The chart on the left 
below shows there is a relevant distinction in the probability of default between new and used vehicles for lower credit bands.  In the 
chart on the right below, we analyze the impact of seasoning on loss given default and probability of default.  Loss given default peaks 
in month 15, after this point the magnitude of loss severity begins to decline as borrowers continue to build positive equity in their 
vehicles and depreciation begins to slow.  There is an initial ramp of default probability during the first 24 months of a loan’s life, and 
then, as borrowers demonstrate a capability and willingness to make payments and build up significant equity in their vehicles, the 
probability a loan defaults begins to drop substantially as they approach maturity. 
 

   
 
 
 
 
 



 
Even More on Charge-Offs… 
Our significant transaction history has enabled us to accumulate a 
critical mass of charge-off data and enough seasoning on monitored 
pools to begin diving further into the drivers behind probability of 
default and loss given default.  We continue to see credit scores and 
loan to value ratios being the two strongest predictors of loan 
performance, and this correlation holds as the two factors are 
analyzed in tandem.  The probability that a loan will default very 
uniformly increases as credit score decreases and LTV increases.  This 
trend is not as clear for the magnitude of loss given default where 
most bands end up with a loss given default of between 25-30% - with a 
total weighted average of almost 27% - this LGD has declined over 
the last few quarters.  We are seeing some slight differences as you 
migrate between different FICO/LTVs, but not nearly the adjustments 
we see in the probability of default table.  
 
Combining the probability of default with the loss given default 
generates an estimated loss assumption for these credit 
characteristics.  As more pools season and losses inevitably occur, we 
will likely see these tables smooth further given the increased sample 
size and this will allow us to further refine the credit costs associated 
with particular LTV and credit score buckets.  As we have stated 
previously, this continues to not be the complete picture from a 
credit cost standpoint, but hopefully it is helpful in providing 
customers with some new ways of looking at your own portfolio, 
maybe validate some existing methodologies you are using or to 
work towards performing deeper risk analytics for pricing your 
originations.   
 
We have begun to look for other factors that may have similar layered risk trends.  The top table below displays the age of the loan 
when the pool was sold on the x-axis and the model age of the collateral on the y-axis.  Charge off rates decrease as loan seasoning 
increases and charge off rates increase as the model age of the collateral increases.  The bottom table below displays the original term 
on the loan on the x-axis and the model age of the collateral on the y-axis.  As you can see, the older the model age the higher 
probability of losses, but it appears that this effect becomes magnified as borrowers extend their loan term.  There does seem to be 
strong “stair-stepping” effects within each of these two factors when analyzed in tandem with model age.  We will continue to monitor 
this compound effect, as well as continue to look at how different factors interact with each other to impact pool performance. 
 

 
 

 
 
 Auto participations placed through Vining Sparks Loan Trading continue to offer attractive yields and an attractive cash flow profile for 
many of our clients.  Please contact your Account Rep or Vining Sparks Loan Trading to discuss in more detail.  We would welcome the 
opportunity to assist you in evaluating participation alternatives.   
 
David Visinsky                    Greg Roll, CFA             Stephen Zambetti, CFA        Ross Coleman 
SVP, Loan Trading                      SVP, Loan Trading             Senior Analyst, Loan Trading        Analyst, Loan Trading 
901-766-3381                                 901-766-3096             901-762-5848         901-766-6359 
dvisinsky@viningsparks.com       groll@viningsparks.com      szambetti@viningsparks.com      hcoleman@viningsparks.com  

< 2 mo 2 - 3 mo 4 - 5 mo 6 - 7 mo 8 - 9 mo 10 - 11 mo 12 - 13 mo 14 - 15 mo 16 - 17 mo 18 - 19 mo 20 - 21 mo 22 - 23 mo >= 24 mo Avg
0 - 1 Yr 0.99% 0.64% 0.73% 0.66% 0.70% 0.46% 0.46% 0.51% 0.10% 0.58% 0.64% 0.00% 0.28% 0.64%
2 - 3 Yr 0.82% 0.72% 0.47% 0.71% 0.59% 0.57% 0.33% 0.75% 0.49% 0.27% 0.30% 0.59% 0.33% 0.53%
4 - 5 Yr 0.79% 1.03% 0.95% 0.88% 0.45% 0.58% 0.36% 0.52% 0.55% 0.63% 0.54% 0.55% 0.21% 0.60%
6 - 7 Yr 1.47% 1.27% 1.30% 0.92% 0.99% 0.72% 0.96% 0.80% 0.72% 0.69% 0.59% 0.53% 0.29% 0.79%
> 7 Yr 1.46% 1.90% 0.95% 0.95% 1.06% 0.68% 0.80% 0.87% 0.40% 0.51% 0.36% 0.24% 0.36% 0.78%
Avg 0.98% 0.85% 0.77% 0.76% 0.67% 0.57% 0.48% 0.68% 0.50% 0.45% 0.41% 0.52% 0.29% 0.68%

M
od
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Age at Closing
Estimated Loss

< 60 Mo 60 - 64 mo 60 - 65 mo 66 - 71 mo 72 - 77 mo 78 - 83 mo > 83 mo Avg
0 - 1 Yr 0.00% 0.04% 0.00% 0.41% 0.68% 0.79% 0.68% 0.64%
2 - 3 Yr 0.07% 0.14% 0.25% 0.57% 0.53% 0.56% 0.58% 0.53%
4 - 5 Yr 0.15% 0.30% 0.62% 0.62% 0.60% 0.55% 0.71% 0.60%
6 - 7 Yr 0.35% 0.74% 0.63% 0.73% 0.76% 0.31% 1.22% 0.79%
> 7 Yr 0.82% 0.55% 0.86% 0.65% 0.75% 1.12% 1.16% 0.78%
Avg 0.43% 0.39% 0.55% 0.62% 0.63% 0.61% 0.69% 0.68%

M
od

el
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ge

Original Term
Estimated Loss

Gradient Scale
Low Mid High

< 70 70 - 79 80 - 89 90 - 99 100 - 109 110 - 119 120 - 130 > 130 Avg
> 800 0.06% 0.08% 0.16% 0.31% 0.56% 1.06% 1.53% 2.20% 0.49%

775-799 0.00% 0.39% 0.57% 0.57% 0.76% 0.83% 1.68% 1.66% 0.73%
750-774 0.06% 0.30% 0.13% 0.75% 0.87% 1.19% 2.94% 2.36% 1.01%
725-749 0.37% 0.40% 0.30% 0.63% 0.79% 2.58% 3.51% 5.55% 1.58%
700-724 0.94% 0.28% 1.14% 1.94% 2.31% 3.52% 3.74% 7.17% 2.66%
675-699 0.26% 0.44% 1.55% 2.39% 2.89% 3.97% 5.25% 6.20% 3.27%
650-674 0.51% 1.01% 1.86% 2.77% 4.27% 5.02% 6.57% 11.16% 4.43%
625-649 1.02% 2.45% 2.56% 2.80% 4.66% 8.66% 9.23% 10.07% 5.81%
600-624 0.27% 3.51% 4.83% 5.01% 6.54% 8.43% 10.13% 17.38% 7.05%

Avg 0.21% 0.43% 0.82% 1.39% 2.08% 3.37% 4.60% 5.73% 2.29%

< 70 70 - 79 80 - 89 90 - 99 100 - 109 110 - 119 120 - 130 > 130 Avg
> 800 33.38% 3.70% 19.51% 21.66% 22.25% 20.64% 25.60% 21.77% 21.03%

775-799 n/a 44.74% 7.26% 24.58% 29.08% 26.14% 23.74% 22.04% 22.89%
750-774 57.02% 12.56% 53.08% 23.12% 23.50% n/a 23.02% 26.33% 23.71%
725-749 0.00% 17.45% 22.07% 13.89% 26.75% 25.92% 34.32% 31.38% 23.36%
700-724 38.35% 25.07% 20.85% 25.80% 26.76% 30.62% 31.20% 35.16% 28.13%
675-699 29.88% 40.38% 22.01% 30.72% 27.22% 30.87% 28.52% 34.00% 29.19%
650-674 35.39% 17.88% 33.51% 31.03% 35.75% 27.94% 31.53% 32.68% 31.32%
625-649 35.93% 33.18% 36.82% 39.30% 35.50% 29.65% 29.80% 37.64% 33.90%
600-624 35.21% 28.44% 46.26% 43.84% 38.17% 29.93% 31.92% 40.40% 36.70%

Avg 28.41% 19.92% 25.08% 25.27% 27.84% 24.69% 29.15% 30.29% 26.19%

< 70 70 - 79 80 - 89 90 - 99 100 - 109 110 - 119 120 - 130 > 130 Avg
> 800 0.02% 0.00% 0.03% 0.07% 0.12% 0.22% 0.39% 0.48% 0.11%

775-799 0.00% 0.17% 0.04% 0.14% 0.22% 0.22% 0.40% 0.37% 0.18%
750-774 0.03% 0.04% 0.07% 0.17% 0.21% 0.00% 0.68% 0.62% 0.19%
725-749 0.00% 0.07% 0.07% 0.09% 0.21% 0.67% 1.20% 1.74% 0.44%
700-724 0.36% 0.07% 0.24% 0.50% 0.62% 1.08% 1.17% 2.52% 0.78%
675-699 0.08% 0.18% 0.34% 0.74% 0.79% 1.23% 1.50% 2.11% 0.96%
650-674 0.18% 0.18% 0.62% 0.86% 1.53% 1.40% 2.07% 3.65% 1.39%
625-649 0.37% 0.81% 0.94% 1.10% 1.66% 2.57% 2.75% 3.79% 1.88%
600-624 0.09% 1.00% 2.23% 2.20% 2.50% 2.52% 3.23% 7.02% 2.51%

Avg 0.06% 0.12% 0.23% 0.41% 0.64% 0.94% 1.38% 1.88% 0.68%

Probability of Default

Loss Given Default

Estimated Losses (POD x LGD)
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INTENDED FOR INSTITUTIONAL INVESTORS ONLY.  The information included herein has been obtained from sources deemed reliable, 
but it is not in any way guaranteed, and it, together with any opinions expressed, is subject to change at any time.  Any and all details 
offered in this publication are preliminary and are therefore subject to change at any time.  This has been prepared for general 
information purposes only and does not consider the specific investment objectives, financial situation and particular needs of any 
individual or institution.  This information is, by its very nature, incomplete and specifically lacks information critical to making final 
investment decisions.  Investors should seek financial advice as to the appropriateness of investing in any securities or investment 
strategies mentioned or recommended.  The accuracy of the financial projections is dependent on the occurrence of future events 
which cannot be assured; therefore, the actual results achieved during the projection period may very from the projections.  Interest 
rate swaps and derivatives are offered and sold via Vining Sparks Interest Rate Products, LLC (VSIRP).  VSIRP is an independent operating 
entity and is not a subsidiary of Vining Sparks IBG, LP. VSIRP is not a broker/dealer registered with the SEC.  The firm may have 
positions, long or short, in any or all securities mentioned.  Vining Sparks is a member FINRA/SIPC. 


