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Agenda

ÅThe Current Credit Environment 

ÅInterest Rates

ÅCredit Concentrations

ÅThe Community Bank Conundrum

ÅNew Approaches to Credit Risk 

Managementðand Board Oversight
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The Credit Environment:

Generally Benigné

But ñLong in the ToothðStillò
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Å Pick the metaphor: 4th quarter; overtime; the current credit cycle wonôt 
last forever

Å Some stresses emerging; are markets and political tensions pointing 
to more stress ahead? 

Å Loan growth?: communities (+6.6%) outstripping larger banks (+4%)ð
new C&I activity at expense of CRE 

ÅWeôre back to the future on CRE concentrationsðand perhaps a 
couple of bubbles (multi-families & class c strip centers?)

Å Some loosening of underwriting and servicing seen to chase loans

Å In search of credit talent / lending niches / credit cultures (too often a 
confederation of lenders)

Å The competition extends beyond other commercial banks (PE/ABL) 

Å Primarily due to efficiency pressures: Too small to succeed is a 

popular presumptionðprompting consolidation. 

The current credit environment
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ÅRegulatory and industry inconsistencies in assessing credit 
riskðoften still trailing indicators

ÅFor acquirers, are targets window dressing their balance 
sheets?

ÅRecognizing problems late-in-the-game; all loans goodéuntil 
theyôre bad 

ÅAfter a decade of subsidized low rates, rates headed up

ÅNegative / instability aspects of tariffs and trade conflicts (i.e. 
commodity values & construction costs)

ÅCracks in LFT (Leveraged Financial Transactions)  / Indirect 
consumer credit quality

ÅBeware of loan participation pitfalls

ÅVintages are key

ÅNow not the time to reduce loan review coverages

ÅStructural problem loan disadvantages at smaller banks 

Beware of other RED FLAGS:
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FL Bank Loan Growth Recently > National Peers
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Loan Growth Nationally

Annualized Compare ô17-ô18:

ÅLoans ŷ4.4% (all banks)

ÅLoans ŷ6.5% (community 

banks)

ï C&I ŷ8.3%

ï C&D ŷ9.0%

ï Multi-Family ŷ8.2%

Big Spurt in 4Q ó18
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2018: the year for C&I

--American Banker 1/25/2019 
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Non-bank lenders showing stress 

--American Banker 5/2/2019 

--American Banker 4/16/2019 
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Given these trends, whereôs the worry? 

ô18 Net Charge-Offs Decline 4.6% From ó17Reserves Now Exceed NCLôsðfinally!
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Å Out-of-area lending (including whole loan purchases, loan 

participations, and shared national credits); 

Å Growth in loans, ADC or CRE concentrations, assets, or deposits; 

and

Å Higher risk practices in lending or underwriting, often in response 

to increased competition.

Å Banks set aside $14 billion in loan-loss provisions during the 

fourth quarter, the highest level since fourth quarter 2012. 

Composite periodic regulatory lending survey findings 

SourceðFDIC
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Trifecta of Loan Quality: Banks <$10B

FL <$10B / SE <$10B / National <$10B 
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ALLL & Recoveries: Banks <$10B
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FL <$10B / SE <$10B / National <$10B 



Americaõs debt load is hitting record ñand risky ñterritory
--American Banker 1/10/2018

--American Banker 7/31/2018

Credit Challenges: Consumer

SourceðFDIC

3Q ó18 Charge Offs:

84%: Consumer-related
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Credit Challenges: Consumer

--American Banker (4/11/2019)

--American Banker (2/12/2019)
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Sign of the times: 

Some commercial stress emerging 

--American Banker 1/25/2019 

--American Banker 2/28/2019 

--American Banker 2/22/2019 

--American Banker 4/1/2019 
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Various CRE

ÅEnergy 

ÅAg

ÅLFTôs
ÅSNC-tied to retailers

ÅSome smaller C&I

ÅMedallion loans

ÅNon-profits

Credit Challenges: Commercial

Huge proportion of Class C-type retail strip centers financed 

at community & regional banksðcould be quite vulnerable to 

rising rates.
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Are CRE Values A ñBack to the Futureò Warning?

--February 13, 2019
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