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How we manage through today’s chaos will determine who will win or lose in 
the future . . .
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Industry Structure



3

As the banking industry landscape has shifted in the past 12 months, so have 
the existing entities and new entrants . . .

While community banks make up a 
majority of the total institutions in the 

banking industry  . . .

The majority of the assets are held at the 
“too big to fail” institutions.

Source: SNL Financial
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Based on FTE’s, you can understand how the Too Big to Fail institutions have 
the political influence.  The big question is based on the same data, why do the 
Credit Unions have so much influence?

# Institutions Total Assets (2009Q2) Total # FTE (2009Q2)

"Too big to fail" 66 9,519,548,312 1,296,762
Community banks 7780 1,932,084,977 492,017

Regional banks 296 1,617,193,911 284,384
Credit Unions 7802 879,285,176 237,213

Large Banks have 2.5 times the FTEs that Community Banks have.  All 
banks have 8.5 times the FTEs that Credit Unions have!
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The regulatory, political and public perception of “too big to fail” must get reconciled. 
One year later and there are still supposedly “systemically important” institutions being 
kept alive.  These institutions are enjoying predatory  pricing . . .

Fall 2008 Fall 2009

*Ally deposit rates as of 10/29/2009

“GMAC Asks for Fresh Lifeline”
- WSJ (10/29/2009)
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Because the people are losing patience quickly . . .
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Oustanding Loans at 22 Largest TARP Participants
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Because outstanding loans at the 22 largest TARP participants has declined 
significantly since 2008 . . . 

Source: SNL Financial

Where do we go from here?

These institutions will probably remain “too big to fail”.  Many of them will continue to enjoy record 
profits at the taxpayers expense.  Although their size will still dwarf the rest of the banking industry, 
many of them are being unwound slowly (ex. Citigroup).

Note: WFC, JPM, BAC and PNC were removed due to the 
mergers that took place during this period.

Where is the 
growth in 
lending?!
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Meanwhile, most community banks did not accept government money . . .



9

Outstanding Loans For Institutions Under $2 bil in Total Assets
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And are still growing loans . . .

Source: SNL Financial
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While a majority of the failures in 2008 and 2009 have been community banks, 
the amount of assets in failed institutions is primarily from the regional and 
larger banks . . .

Number of failures in 2008 and 2009
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Where do we go from here?

The future status of community banks will depend on the depth of regulatory and 
accounting changes, the willingness of investors to inject more capital, the depth of 
private equity investment into the sector and how consolidation plays out.

Source: SNL Financial
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We are not the problem, we are the 
solution.

So leave us alone damn it!!!
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Although community banks are getting the job done and there is not an official 
moratorium on de novo institution applications, there have not been many 
approved recently . . .

Institutions opened during the given year
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Where do we go from here?

FinPro is currently assisting several de 
novo groups in various stages of the 
application process.  We believe a 
strong management team and business 
plan in an acceptable geographic area 
will still have the ability to get approved.  
However, if the de novo group is located 
in a significantly deteriorated economic 
area, the group should explore other 
strategic paths to gaining a charter. We 
have several groups in areas around the 
country that have begun to look at 
closed and troubled bank transactions 
as the primary way to achieve a banking 
charter.

Source: SNL Financial
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And regulators have limited private equity investment into the banking 
industry.   . . .

� The major completed deals so far were structured as either wealthy individual or “club”
transactions where multiple PE firms form a Bank Holding Company, but keep their individual 
ownership interests low enough to avoid the individual fund or person from becoming a Bank 
Holding Company.

Investor 

Investment 
Objectives 

Control Needs

Funding Needs

Geographic 
Consideration

Charter 
Selection

De Novo

Minority 
Investment

Acquisition 

Transaction 
Execution

Factors 
For 
Entry 

Decision 

Paths For Entry

FinPro’s Decision Process for Investment In Financial Institutions

Where do we go from here?

Private equity (PE) capital will be needed as bank failures continue to mount and the number of 
operating problem institutions rise.  PE will continue to face intense regulatory scrutiny, but we 
believe their involvement in the community banking sector will be helpful to many institutions.  The 
structure of the transaction and understanding the factors for approvability are key in completing a 
successful private equity investment in a financial institution.
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Investments
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Several of the highest (U3) unemployment levels are found in political “blue 
states” and those with large populations . . . 

State Rate

North Dakota 4.2%

South Dakota 4.8%

Nebraska 4.9%

Utah 6.2%

Iowa 6.7%

Montana 6.7%

Oklahoma 6.7%

Vermont 6.7%

Virginia 6.7%

Wyoming 6.8%

States With the Lowest Unemployment

Source: http://money.cnn.com/news/storysupplement/economy/gapmap/

State Rate

Michigan 15.3%

Nevada 13.3%

Rhode Island 13.0%

California 12.2%

South Carolina 11.6%

Oregon 11.5%

District of Columbia 11.4%

Florida 11.0%

Kentucky 10.9%

North Carolina 10.8%

States With The Highest Unemployment
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And foreclosure levels follow a similar pattern.  Four of the states with the 
highest unemployment have foreclosure rates in the top ten . . .

States With The Lowest Foreclosures

State Rate

Iowa 4.65%
Arkansas 4.50%

Kansas 4.32%

Vermont 3.76%

Nebraska 3.75%

Montana 3.07%
South Dakota 2.86%

Alaska 2.56%

Wyoming 2.56%

North Dakota 2.02%

Source:  http://money.cnn.com/news/storysupplement/economy/gapmap/

States With The Highest Foreclosures

State Rate

Florida 17.12%
Nevada 15.62%

Arizona 11.07%

California 10.81%

Michigan 9.16%

Illinois 8.62%
Indiana 8.37%

Ohio 8.26%

New Jersey 8.25%

Rhode Island 7.57%
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Budget gaps appear to be correlated with high unemployment and foreclosure 
rates.  Of the states with the top ten largest budget gaps, six are states with the 
highest unemployment and/or foreclosure rates . . . 

Source: http://www.trulia.com/home_prices/

State ($ millions)

Before Budget 

Adoption Mid Year Gap Total Gap

Total % of General 

Fund Budget

California (45,500)$                 (1,100)$                 (46,600)$             50.50%
New York (17,900)$                 (3,000)$                 (20,900)$             37.70%
Illinois (13,200)$                 -$                          (13,200)$             37.70%
New Jersey (8,800)$                   -$                          (8,800)$               29.90%
Florida (5,900)$                   (147)$                    (6,047)$               23.30%
Massachusetts (5,000)$                   (600)$                    (5,600)$               20.00%
Pennsylvania (4,800)$                   -$                          (4,800)$               18.00%
Connecticut (4,200)$                   (500)$                    (4,700)$               26.70%
Arizona (3,200)$                   (1,500)$                 (4,700)$               47.80%
North Carolina (4,600)$                   -$                          (4,600)$               21.90%

Largest FY 2010 Budget Gaps By State (in millions)
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Unemployment and foreclosure rates appear to be correlated with average 
housing prices (witness Florida, California, Oregon, Rhode Island, New Jersey, 
and New York) . . .  

Source: http://www.trulia.com/home_prices/
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A more granular look at the data shows some familiar names . . .

State Avg. Listing Price Median Sales Price

Arkansas $211,560 $123,000 

Oklahoma $212,289 $106,000 

West Virginia $212,646 $105,000 

South Dakota $235,106 $101,700 

North Dakota $192,310 $88,600 

Idaho $330,115 $85,000 

Missouri $233,299 $84,624 

Mississippi $212,232 $82,700 

Indiana $196,443 $63,655 

Kansas $217,986 $59,044 

Lowest Housing Prices By State

Source: http://www.trulia.com/home_prices/

State Avg. Listing Price Median Sales Price

District Of Columbia $670,678 $720,000 

Hawaii $896,356 $522,000 

California $714,884 $452,000 

New York $684,190 $350,000 

New Jersey $481,902 $342,000 

Virginia $372,750 $329,900 

Maryland $409,413 $320,000 

Massachusetts $534,310 $310,000 

Nevada $337,238 $309,995 

Washington $420,240 $305,950 

Highest Housing Prices By State
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Total MBS Issuance
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Agency mortgage backed security (MBS) issuance has been volatile and is a 
function of mortgage rates . . . 

Pre crisis issuance

GSE’s taken 
into govt hands

Refinancing effects from 
fall of 2008

Where do we go from here?

With the private label MBS market all but dead and the future of the GSE’s up in the air, there will 
not be a strong supply of MBS available.  As such, MBS prices will probably increase (and 
therefore drive down yields). 

Source: Bloomberg
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Lending
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One of the most important issues in the community banking world today is loan 
growth and diversity of lending products.  Loan growth from financial institutions 
has declined significantly from 2008 levels . . .

Source: SNL Financial

Since 1991, loan growth has for the most part, 
been above 5% per year . . .

. . . except from 2008 to YTD 2009 as loans 
outstanding experienced a 6.4% decline.

Where do we go from here?

Where loan growth goes from here is dependent on the factors influencing the supply and demand 
of credit.

Annual change in loans outstanding at U.S. banks
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The demand for loans from consumers is down significantly as the consumer 
balance sheet is still de-levering . . .

Monthly Change in Consumer Credit
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Source: Bloomberg, Federal Reserve

The change in consumer credit has been 
negative in previous years, but the current 
magnitude has never been matched.
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Like consumers, business demand for credit is also in a state of decline . . .

Source: Bloomberg, Federal Reserve

Total Commercial and Industrial Loans at U.S. Banks
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Where do we go from here? . . .

� Consumers and businesses will 
continue to de-lever.  Once de-levering 
stops, do not expect that the spending 
level will be the same as pre-crisis 
levels.  

� The de-leveraging process does not 
happen overnight, rather it occurs 
gradually and this will be a drag on loan 
growth for several years.  

� The factors that will drive future 
consumer and businesses behavior will 
be confidence in asset prices (most 
importantly, home prices) and 
employment prospects.  Without 
confidence, consumers will not spend 
and businesses will not grow the top 
line.

It’s JOBS, JOBS, JOBS, 
JOBS
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30 Year Fixed Mortgage Rate vs. 1 Month U.S. CMT
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While short-term rates have declined to all-time lows, mortgage rates have only 
fallen moderately, inhibiting new mortgage volume and refinances . . .

Spread = 4.0%

Spread = 3.5%

Spread = 5.5%

Source: Bloomberg, Mortgage Bankers Association

1 Month CMT

30 yr fixed rate
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2007 Purchase of the house

Household income 100,000$     

Total purchase price 600,000$     

Loan to value (LTV) 100%

Mortgage rate 6.00%

Mortgage term 30                

Mortgage Amount APY Periods Annual Payment Payment to Income Ratio

600,000$                            6.00% 30              43,589$              43.59%

2009 Decline in home value and household income

Household income 92,000$       

Original purchase price 600,000$     

Current market value 500,000$     

Loan to value (LTV) 120%

Mortgage amount APY Periods Annual Payment Payment to Income Ratio

600,000$                            6.00% 30 43,589$              47.38%

2009 Refinance at a 3.5% mortgage rate

Household income 92,000$       

Appraised value 600,000$     

Mortgage rate 3.50%

Mortgage term 30                

1.00%

Mortgage amount APY Periods Annual Payment Payment to Income Ratio

600,000$                            3.50% 30              $32,623 35.82%

Cost of refinancing (% of 

new mortgage)

The impact of mortgage rates on home price affordability is dramatic, as shown 
below . . .

� Interest rates on the long 
end of yield curve could 
still decline.  Most likely, 
mortgage rates will stay 
at their current level or 
decline moderately for an 
extended period.  A 
decline in mortgage rates 
could spur an increase in 
demand as affordability 
increases.

� Bringing payment to 
income ratios down 
through lower mortgage 
rates would keep people 
from “walking away” from 
their homes.

The loan is underwater, which 
makes a “walk away” likely.

Affordability increases.

If household income in the refinance 
scenario falls to $75,000 or declines 
19%, the payment to income ratio will 
increase to 43.94% and thus, the 

borrower will have difficulty even with a 
modification.  The unemployment issue 
must be solved simultaneously with the 

mortgage rate issue.
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Threshold Analysis

Total reporting institutions in data set: 7,362                    

Institutions over 300% threshold: 2,522                    

For institutions over 300% threshold

CRE, Multi + Const loans: 701,209,421$       

Risk based capital: 156,595,517         
Aggregate ratio: 448%

Desired ratio 300%

231,422,870$       
Excess CRE, Multi + Const loans if a 
300% threshold ratio is desired:

Regulatory action is now being taken on loan concentrations.  There are an 
overwhelming number of institutions that have commercial real estate 
concentration issues . . .

Source: SNL Financial

*Note: CRE includes owner and non-owner occupied.  Data was analyzed only where all loan data was available.

Where do we go from here?

The amount of CRE above the designated regulatory threshold must be dealt with 
expeditiously.

000’s
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Change in CRE Outstanding at U.S. Banks 
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CMBS Issuance
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How will CRE borrowers refinance or take out a new mortgage? . . .

The CMBS market is almost 
non existent . . .

. . . And banks have been and will continue 
to cut back on CRE lending.

Source: Bloomberg, Federal Reserve

Where do we go from here?

There are an estimated $400 billion of CRE loans maturing or refinancing in the next 3 years.  Due to the fact that 
banks will have to cut their origination volumes due to concentration concerns, and the secondary markets have 
dried up, there is the strong potential for a major credit crunch in CRE.

The change has broken 
the “zero bound”.
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By ignoring the individual characteristics of each loan and borrower, regulators 
are eliminating the potential for strong loan portfolios built on well underwritten 
commercial real estate loans . . .

Two commercial real estate loans, with the same balance and rate, but 
drastically different characteristics.

90.0% Loan to Value 65.0%

$5,556 Property Value $7,692

$78 Shock to Available Cash (-$25,000) $122

79.4% New Debt Service Coverage Ratio 124.4%

A Tale of Two Commercial Real Estate Loans

$5,000 Loan Value ($000s) $5,000

6.5% Interest Rate 6.5%
$98 Monthly Payment ($000s) $98

105.0% Debt Service Coverage Ratio 150.0%

$103 Cash Available to Cover Debt $147

$4,444 Decrease in Property Value (-20%) $6,154

112.5% Resulting Loan to Value 81.3%

Where do we go from here?

Although regulators are treating these two loans equally, the new Fed and FDIC releases offer some hope.
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Provision and Net Income Levels Relative to Assets 
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The current pro cyclical approach to ALLL accounting and methodology, along 
with ignoring individual loan credit worthiness has severely hurt many 
institutions as regulators are demanding more reserves at the worst time . . .

The increase in provision expense 
has led to a decline in overall 

profitability . . .

. . . And now when profitability and 
capital is under intense pressure, 
the regulators and accountants are 
demanding higher reserves, thus 
dampening profitability further. 

Source: SNL Financial (TFR and CALL 
Report data only)

Note: Quarterly income and 
expense items were annualized
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Regulators and accountants have this completely wrong.  ALLL was supposed to 
be a shock absorber, not a constantly increasing item.  

Provision / Assets

Net income / Assets
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(000's)

Industry analysis (data as of 6/30/2009)

Current data 

Reserves 206,791,168$  206,791,168$  206,791,168$  206,791,168$  206,791,168$  206,791,168$  

Nonperforming loans 265,294,268    278,558,981    306,414,880    367,697,855    478,007,212    669,210,097    
Coverage ratio 77.95%

Scenario 1 - Increase in nonperformings, hold ratio at current levels

Increase in nonperformings 5.00% 10.00% 20.00% 30.00% 40.00%

Desired coverage ratio 77.95% 77.95% 77.95% 77.95% 77.95%

Increase in provision 10,345,558      32,059,231      79,829,310      165,815,454    314,858,103    

Regulators are beginning to focus on the coverage ratio of ALLL divided by 
nonperforming loans.  As the nonperformings continue to increase, look for 
regulators to dramatically increase provisions . . .

Source: SNL Financial

Scenario 2 - increase coverage ratio to 100%

Desired coverage ratio 100.00%

Increase in provision 71,767,813      

Where do we go from here?

Many institutions will be under pressure to increase the nonperforming coverage ratio to 100% or more.  At the 
100% coverage level, the industry is currently under-reserved.  Even if the industry maintains a 77.95% coverage 
ratio, the increase in nonperformings will continue to hurt earnings.  The net effect will be reduced earnings and 
capital, which will hurt lending prospects.
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As a result of the economic and regulatory environment, banks have tightened 
underwriting standards fueling the credit crunch . . .

Results from the Federal Reserve Senior Loan Officer Survey on Lending Practices

% of Respondents Who Are Doing . . .

Note: Survey of approximately 60 large domestic banks and 24 U.S. branches and agencies of foreign banks.

Source: Bloomberg, Federal Reserve
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Where do we go from here?

Underwriting standards will remain tight.  The profile of most potential borrowers has not changed, or in many 
cases, has deteriorated as the economic statistics (most importantly, unemployment) continue to head in the 
wrong direction.
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The secondary markets, except for the government agencies, have dried up 
considerably . . .

Note: Agencies include FNMA, GNMA and FHLMC Source: Bloomberg

Agency and Private Label CMO Issuance
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Where do we go from here?

Less liquidity should drive asset prices up and banks must be willing to portfolio what they originate.

Private label

Agency
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Funding
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Regulators are focusing on volatile funding and liquidity as a result of recent 
failure experience . . .

� Many of the early failed institutions had concentrations of brokered deposit funding, 
which caused liquidity “runs” and eventually, failures.

� 48% of the failed institutions in 2008 and 2009 had a brokered deposits to total 
deposits ratio above 10%.

� This relatively unknown instrument outside of the banking industry has begun to gain 
national attention as one of the primary causes of the banking crisis.

Source: SNL Financial
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And now that brokered deposits is present in mainstream media, it will attract 
political attention . . .

Source: SNL Financial, New York Times
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Core Deposits Outstanding
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Core deposits have continued to grow at a positive rate, while overall 
borrowings outstanding on the balance sheet have declined . . .

Inflow of core deposits due to 
the flight to safety from the 

equity markets

Where do we go from here?

Core deposits will continue to increase as consumers shift assets out of equities due to the coming 
market volatility.  

Source: SNL Financial
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FHLB Advances and Federal Reserve Assets to Institutions
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FHLB Advance Issuance Federal Reserve

The Federal Reserve has drastically increased its debt issuance to financial 
institutions, dwarfing the FHLB advances . . . 

Overall borrowings are now in 
a state of decline.

Source: Federal Home Loan Bank, Bloomberg, Federal Reserve

Federal Reserve

FHLB Advance Issuance
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Bank and Thrift Branch Openings
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In the coming years, core deposits will probably not come from de novo 
branching . . .

� Branching has declined since a 5 year high in 2007 due to the capital constraints on 
institutions and the rise of alternate funding sources.

Branching levels remained 
constant from 2004 to 2007.  

2009 levels 
through 

September are 
half of the 2008 

levels.

Where do we go from here?

Branching has seen its heyday and we expect de novo branching too remain at 2009 levels or decline modestly.  
The future of deposit gathering will come from “human” branches who act as relationship managers.  Overall 
borrowings levels will decline as institutions de-lever to conserve capital and adhere to the regulatory ratios.

Source: SNL Financial
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Capital
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Even though TARP 1.0 was a colossal failure, TARP 2.0 is being floated by the 
Obama administration and the Geithner Treasury . . .

� The second offering of TARP capital will primarily be offered to institutions with under 
$1 billion in total assets

� Institutions will likely have to submit a business plan detailing how they plan to 
increase lending, with a focus on small business lending

� The initial interest rate on TARP 2.0 will be 3%, down from the initial rate of 5% from 
the first tranche of TARP capital already issued.

� Warrants and executive compensation restrictions will still apply 

Where do we go from here?

Only the desperate will take it.  The restrictions on the first tranche of the 
TARP made it unappealing for many institutions.  The proposed business 
plan monitoring and SBA lending increases will have unintended 
consequences and will make the capital very unattractive.
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The recent FASB proposal to force mark-to-market of the entire balance sheet 
could have devastating impacts on the banking industry and its capital . . .

Balance Sheet Price (%) Adjusted Balance

Cash 24,000$     100.00% 24,000$                 

Investments 100,000     99.00% 99,000                   

Loans, gross 350,000     97.00% 339,500                 

ALLL 3,500         0.00% -                             

Other Assets 22,500       95.00% 21,375                   

Total Assets 500,000     483,875                 

Deposits 390,000$   98.50% 384,150$               

Borrowings 50,000       105.00% 52,500                   

Other liabilities 20,000       100.00% 20,000                   

Total liabilities 460,000     456,650                 

Total equity 40,000       27,225                   

Equity to asset ratio 8.00% 5.63%

Where do we go from here?

If the fair value of the entire balance sheet is adopted by FASB, the effects on capital ratios will be 
disastrous.  This will keep private capital from flowing into banks and will further increase 
consolidation and failures.
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And the market for capital raising is challenging . . .

� 10% is the new 8%.

� Regulators want common equity.

� Trust preferred and preferred instruments are costly and will be a limited part of the 
core capital structure going forward.

� Capital for the large, “too big to fail” institutions has increased since the beginning of 
2009, but many community banks are still finding the environment difficult

Where do we go from here?

Community banks need to maximize the existing shareholder when contemplating 
issuance of capital instruments.  A detailed analysis must be done to determine if a 
preferred or trust preferred raise is advantageous to a common capital raise.
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Noninterest income
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FinPro has been warning about changes in noninterest income for several 
years now and now predicts that Banks might lose as much as 40% of their non 
interest income due to political pressure . . .

� Interchange fees will continue to decline from industry pressure.

� Overdraft fees will probably decline by as much as 30-50% from the current levels.  

� Gains on sale of loans and investments will probably decline.  The proposed 
securitization rules will limit the amount of a gains on sale of investments or loans.

� Many institutions will abandon fee income generating operating such as wealth 
management, trust services and insurance as they look to deleverage.

Noninterest income Current Projected

1. Interchange fees 50$                 38$                    

2. Overdraft fees 150                 98                      
3. Gain (loss) on sale 200                 100                    

4. Fee income from individual financial services 100                 55                      

Noninterest income 500                 290                    

Total assets 500,000          500,000             

As a % of total assets 0.10% 0.06%
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If you take a myopic look at overdraft fees, it would appear that the amount of 
fees being collected has risen dramatically . . . 

Sources: http://images.huffingtonpost.com/gen/109355/original.jpg, 

Revenue from overdrafts and NSF fees 
doubled, from $18 billion in 1999 to $36.7 
billion in 2008.
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But a more thorough analysis will show that total transaction accounts and 
Overdraft and NSF fees have increased at a similar rate since 1994.  There is 
no recent customer gouging . . . 

Total Transaction Accounts and Overdraft and NSF Fees

$-

$200.00

$400.00

$600.00

$800.00

$1,000.00

$1,200.00

19
94
19

95
19

96
19

97
19

98
19

99
20

00
20

01
20

02
20

03
20

04
20

05
20

06
20

07
20

08
20

09

T
o
t 
T
ra
n
s
a
c
ti
o
n
 A
c
c
ts

$-

$5.0

$10.0

$15.0

$20.0

$25.0

$30.0

$35.0

$40.0

$45.0

O
v
e
rd
ra
ft
 a
n
d
 N
S
F
 F
e
e
s

Tot Transaction Accts Overdraft and NSF Fees



49

And a better representation is to look at Overdraft and NSF fees relative to total 
deposits since 1994.  Total deposits have increased at faster rate during the 
same period . . .

Total Deposits and Overdraft and NSF Fees
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So taken collectively it can be seen that overdraft fees have been the same percentage 
of transaction accounts since 1994 and is becoming a smaller percentage of overall 
bank deposits.  We must make politicians focus on facts and not allow them to 
sensationalize a few examples  . . .

Overdraft and NSF Fees as a Percentage of Total Deposits 

and Total Transaction Accounts
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Finally, the curtailing of fees will drive even more bank failures as banks are 
depending on fees for income.  Curb the abusers, not the universe . . . 

� 44.5% of all banks and credit unions have OD income greater than net 
income. 

� Higher OD fees were led by Wall Street banks, which charged a median 
price of $35 per overdraft vs. all financial institutions, which charged a 
median price of $26 per overdraft. 

� 45 percent of Wall Street banks tier OD prices, vs. 2 percent of Main Street 
banks and credit unions. The OD charges range from a first-time charge of 
$25 up to a $35 charge per incident. 

� 86 percent of all financial institutions that offer OD services allow the 
consumer to opt-out at any time.

� Less than 20 percent of all financial institutions pay checks in the order 
from large to small, with the vast majority paying checks in the order of 
presentment to the financial institution. 

� 35 percent of all financial institutions allow consumers to overdraw their 
accounts at an ATM or with a debit card, charging a median of $26 for this 
service.

Source: "Consumer Overdraft Fees Increase During Recession: First-Time Phenomenon", Moebs $ervices, Inc., 7/15/09 
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Banks need to take the initiative to follow “best practices” however.  In so doing, 
we can not be accused of “gouging” the consumer . . .

� Ensure that you are aware of “best practices” regarding overdraft programs 
and that programs are tailored to meet or exceed them

− Ensure that ATM available balances do not include overdraft balance

− Customers should be able to make a decision at point-of-sale terminals

− “Habitual” or overdraft “abusers” removed from overdraft programs

− Provide education on overdraft programs

− Permit customers to opt-out of the program

� Ensure that you have satisfactorily addressed any consumer protection 
criticisms in past exams, audits and/or compliance reviews.

� Review your vendor management policies.  If you don’t have one, you 
probably should get started.
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Noninterest expense
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Median Noninterest Expense/AA by Institution Size
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Larger institutions have a cost advantage due to economies of scale.  This 
scale advantage is recent due to accounting and regulatory burdens . . .   

At the beginning of the decade, levels of noninterest expense were nearly equal across asset size 
groups.  Since then, size and operating cost levels have begun to move in different directions.

Note:  For each time period, the bars are in institution size from left to right, the left most 
bar is the 0-200 MM group.
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As the FDIC expense becomes a major noninterest expense category, 
institutions must analyze strategies to lower this cost. Lowering the FDIC 
expense is a two step process . . 

Risk Category
Risk Measure 

Value

Pricing 

Multipliers

Tier 1 Leverage Ratio 9.800 x (0.056)    =

Loans Past Due 30-89 Days/Gross Assets 1.730 x 0.575     =

Nonperforming Assets/Gross Assets 2.400 x 1.074     =

Net Loan Charge-Offs/Gross Assets 0.200 x 1.210     =

Net Income before Taxes/Risk-Weighted Assets 0.250 x (0.764)    =

Adjusted Brokered Deposit Ratio 12.000 x 0.065     =

Sum of Contributions

Risk Measure 

Value

Pricing 

Multipliers

Uniform Amount

Sum of Financial Ratios Contributions

Weighted Average CAMELS Component Rating 2.500 x 1.095        

Sum of Contributions

Initial Base Assessment Rate from Financial Ratio Method

Sample FDIC Expense Calculator

Contribution to 

Assessment Rate

Financial Ratios

(0.549)

0.995

2.578

0.242

2.738

18.45

16.00                              

(0.191)

0.780

3.855

Contribution to Initial 

Base Assessment Rate

11.861

Financial Ratios Method

3.855

Increase capital 
ratios

Clean up asset 
quality issues

Grow earnings

Again, lessen 
reliance on 
brokered deposits

Step 1: Fix the existing 
financial profile.
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The second step is to determine how much the institution can lower its overall 
assessment rate by changing the secured liability adjustment and brokered 
deposit . . .

Risk Category I Risk Category II Risk Category III Risk Category IV

Initial Base Assessment Rate 12 - 16 22 32 45

Unsecured Debt Adjustment -5 - 0 -5 - 0 -5 - 0 -5 - 0

Secured Liability Adjustment 0 - 8 0 - 11 0 - 16 0 - 22.5
Brokered Deposit Adjustment 0 - 10 0 - 10 0 - 10

Total Base Assessment Rate 7 - 24 17 - 43 27 - 58 40 - 77.5

Source: FDIC
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Due to the harsh economic environment, the FDIC has closed 115 banks so far 
in 2009 banks as of October 30, 2009 and over 300 remain on the problem list.  
The reserve ratio as of June 30, 2009 stood at 0.22%, which is down from 
1.21% as of June 30, 2007 . . .
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Even with the inflow of funds due to the industry wide prepayment of the FDIC 
expense, the fund may currently face shortfalls . . .

Where is the shortfall amount going to come from?

Source: FDIC, FinPro Calculations

(as of June 2009, in billions)
Cash on Hand 21.60                                     

+ Other Assets 43.20                                     
= Total 64.80                                     

- Reserves (42.40)                                   

= Cash + Assets Available for Future Losses 22.40                                     

+ Prepayments 45.00                                     
= Pro-Forma Cash + Assets Available for Future Losses 67.40                                     

- Sheila Bair Loss Prediction (100.00)                                 

= Shortfall (32.60)                                   

Fund Balance Estimate w/Sheila Bair Loss Prediction
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(000's)

6/30/2009 Troubled institution

Total assets 350,000$       

Total equity 20,000           

Nonperforming loans 20,000           

Loss % on nonperformings 60%

Loss on nonperformings 12,000           

"True" tangible equity 8,000             

A typical failed institution transaction must be analyzed to understand what is 
going on at the FDIC . . .

Even if the FDIC charged off all 
of the remaining nonperforming 
loans ($8.0 million), there is a 
gap of $79.5 million ($87.5 

million minus $8.0 million) that is 
unaccounted for.

7/1/2009 Institution fails, FDIC enters loss share

Loss % on assets 25%

Loss ($) on assets 87,500$         
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Consolidation
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All of the issues that were previously discussed will lead to consolidation . . .

� Current landscape: 8,000+ banks and thrifts

� Where do we go from here?

− The future of MHC and mutual institutions is uncertain with the 
impending demise of the OTS.

− Small community banks will continue to become more uncompetitive 
and many of these institutions will be forced to merge.

− De novo banks will be few and far between.

− Banks of all sizes will continue to fail, estimates of the number of failures 
range from 200 to 1,000.

− Once the equity markets stabilize and multiples return, high performing 
institutions will seize the opportunity and sell.

� Future landscape: 5,000 to 6,000 banks and thrifts
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To meet the challenges associated with the chaos . . .

� EVERYONE MUST UPDATE THEIR PLANS TO INCORPORATE:

− Multiple interest rate scenarios

− New regulatory initiatives

− Stress testing

− Asset quality and ALLL

− Capital planning

− Contingency funding plan

− Management succession planning

− Mergers and acquisitions opportunities
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Everyone knows I am a prognosticator and that FinPro has been fairly accurate 
over the past few years . . .

SO
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Here’s some beauties . . .

� Regulatory Reform will be a disaster, lots of unintended consequences

� GSEs will need material government capital, i.e. taxpayer bailout

� Huge battle between Socialists and Capitalists

� Financial supermarkets are dead

� Banks are utilities, called it in 2005

� If the proposed FASB mark-to-market rules are accepted, consolidation will 
double and so will failures

� Compensation will be limited by CZAR fiat

� Regulators will realize that their current policies on portfolio limits and ALLL 
don’t add up – unless they are attempting to drive consolidation

� FDIC will have to consider creative resolution, some of which are currently 
statutorily prohibited

� As for the economy Yogi Berra said it best, “We’re at a fork in the road, take 
it”


