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A The Current Credit Environment

A Interest Rates

A Credit Concentrations

A The Community Bank Conundrum

A New Approaches to Credit Risk
Managementd and Board Oversight
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The Credit Environment:
Generally Benigneée
But ALong 1 aSthll
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The current credit environment |

A Pick the metaphor: 4th quarter; overtime;t he current credi
last forever

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

A Loan growth?: communities (+6.6%) outstripping larger banks (+4%)d
new C&l activity at expense of CRE

A weore back to the futurd&andperhgpB& conce
couple of bubbles (multi-families & class c strip centers?)

A Some loosening of underwriting and servicing seen to chase loans

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

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

A Primarily due to efficiency pressures: Too small to succeedisa ~
popular presumptiond prompting consolidation.
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Beware of other

A Regulatory and industry inconsistencies in assessing credit
riskd often still trailing indicators

A For acquirers, are targets window dressing their balance
sheets?

A Recognizing problems late-in-the-game; al | | oans goa
t heyore bad

A After a decade of subsidized low rates, rates headed up

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

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

A Beware of loan participation pitfalls
A Vintages are key
A Now not the time to reduce loan review coverages

A structural problem loan disadvantages at smaller banks _
WA, 5::
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FL Bank Loan Growth Recently > National Peers
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QwickAnalytics State Performance Trends Al

Loan Growth Trends S0 2

June 30, 2019
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Loan Growth Nationally
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2018: the year for C&l

C&l a bright spot in ‘disappointing’
quarter for lending

Where loan growth is strongest

® C& @ CRE @& Consumer
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Source: Federal Reserve (Year-over-year growth)
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Non-bank lenders showing stress

OnDeck lowers revenue target after
charge-offs climb

--American Banker 5/2/2019

Who's lending to small businesses

® Large bank ® Small bank ® Online lender
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Source: Fed banks’ survey of small-business owners
Note: Bars show approval rate by lender type

--American Banker 4/16/2019
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Given these trends,wh er e 0 s h e
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Composite periodic regulatory lending survey findings

Out-of-area lending (including whole loan purchases, loan
participations, and shared national credits);

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

Higher risk practices in lending or underwriting, often in response
to increased competition.

A Banks set aside $14 billion in loan-loss provisions during the
fourth quarter, the highest level since fourth quarter 2012.
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Chart 4: Dut-of-Area Lending Continues to Increase Number and Assets of Banks on the “Problem Bank List”
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Trifecta of Loan Quality: Banks <$10B
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ALLL & Recoveries: Banks <$10B [N,

FL <$10B / SE <$10B / National <$10B
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Credit Challenges: Consumer

Americads debt | odaidndirisky itertitdr ng r

--American Banker 1/10/2018

Consumer debt is at an all-time high.
Should banks be worried?

--American Banker 7/31/2018 How consumer debt has evolved

The composition of U.S. debt has changed in the last 10 years:
s’ Loan Charge-Offs

Compostion o FRIE-insured nstntion more owed on auto and student loans, less on mortgages
3 Q 0 1 8 C h afr g e O f f S @ Mortgage® Home equity® Auto® Credit Card  Student Other
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Source: New York Fed Consumer Credit Panel/Equifax
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Credit Challenges: Consumer

Credit card, auto loan delinquencies
Seriously delinquent hit seven-year high

In the fourth quarter, 4.5% of car loans became at least 90 days
past due. That was a 7-year high

@ % of loans that flowed into 90-day delinguency

" Two consumer delinquency
5 .
% rates on the rise
3% ® Credit card @ Indirect auto
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Source: New York Fed, Equifax (Dec. 31 data) 20/0
1.5% w
--American Banker (2/12/2019) L
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Source: ABA (Data from 4Q of each year)
--American Banker (4/11/2019)
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Sign of the times:

Some commercial stress emerging

Quality of shared credits improves but  --American Banker 1/25/2019
leveraged-lending risks remain

Brace for West Coast CRE bubble
inflated by tech boom: Bank chief

--American Banker 2/28/2019

RBC's results show signs of --American Banker 2/22/2019
weakening credit conditions

Preferred Bank to take 1Q hit on foreclosed Manhattan

--American Banker 4/1/2019
condos
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Credit Challenges: Commercial

Vacancy rate, percent Net operating income, percent Price index, percent of recent peak
of recent peak
1 1% 125% o
Various CRE -
120%
1% 130%
125%
$260b S o
Ener
$220t Industrial 110% o
’ A +51% YoY $208b Apartment
$200b o P 105%
$183b o
$180b -
95%

$160b 100%

ALFTos S Y Y -
ASNC-tied to retailers =
Asome Smaller C&I . ‘ Source: CoStar Group; second quarter 2016 baseline forecast for 54 tier 1 markets

; Hot spots
A Med al I 1on I oans Nearly 80 million square feet of new warehouse and
ANon-profits

$92b

Industrial

Forecast Forecast Forecast

% 5% 5%
080910 "1 1213141516 17 1819 '08°09"10°11712°13°14°15°16 171819 08'09°10'4112'13'44°15"16 171819

distribution space is under construction in these five
metropolitan markets
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Huge proportion of Class C-type retail strip centers financed 0 - -
at _community & regional banksd could be quite vulnerable to Inland Empire  Atlanta Dallas/et Chicago Los Angeles
rising rates. Source: CBRE
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Are CRE Values A nBack to the

--February 13, 2019
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