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Today’s Presenter

* Principal, IntelliCredit™
* 49 Years in Banking

» 16 years as Chief Credit Officer / Commercial
Lender

3,000+ Loan Reviews

« 7350 Capital Raise or M&A Due Diligences

» Former Co-Founder of Credit Risk Management
» Prolific author and speaker on credit risk topics

(P) 800.285.8626 ext. 4057
david.ruffin@intellicredit.com
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Affordable
-intech Solutions
for Real Bank
Problems.

<>
QwickRate®

¢ Non-brokered Funding and Investing

e DTC CDs, Other Fixed Income Investments
(QwickBonds)

IntelliCredit”

e |oan Review Services (by our experts)

e | oan Review Tooal (for your internal team)
e Annual Review Tool

e Portfolio Analytics and more

QwickAnalyticse
e CECLSolver Compliance Tool
e Credit Stress Test

e Bank Research, Performance
Metrics and Analysis
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IntelliCredit”

A division of QwickRate

Loan Review and Credit Intelligence Solution

IntelliCredit Solution

Annual Review
(for use by your team)

Move to an automated
process that makes
annual reviews easy,
organized and repeatable
— with everything right at
your fingertips

&

Smart Loan Review™
(for use by your team)

Revolutionary online
solution that expedites
your entire loan review
process, making it simple,
retrievable online —

and fast

Portfolio Analyzer
(for use by your team)

Delivers insightful
analysis of your portfolio
and loan data so you can
detect risk earlier — no
need to build reports,
create spreadsheets or
hire consultants

&

Smart Loan Review™
(performed by our
experts)

Benefit from a smarter
loan review service that
uniquely combines deep
credit expertise and an
online, real-time portal —
SO you see progress and
results as they happen

Online. No installation. No software integration. SOC2 compliant.

Freremnen
Stavier P’
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Credit quality published metrics are at
generationally high levels . . . so let’s take a look.
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Trifecta of Loan Quality: Banks <$10B

Q2 ‘23 Call Report Data QwickAnalytics®
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Trifecta of Loan Quality: Banks <$10B
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Regional CRE Concentrations: Banks <$10B

Regulatory Guidance: Q2 ‘23 Call Report Data Regulatory Guidance:
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Regional Other Concentrations: Banks < $10B
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However, there are increasing industry-wide
concerns over the direction of credit quality...
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Credit cycles over the last 50 years hold a pattern:

P Credit stress always preceded by economic/political/financial turmoil!

+ US off gold standard + ‘80’s hangover recession + Bank failures slow

+ Two Arab oil embargoes * Interstate banking * Monetary policy

+ Vietnam/Watergate + Balanced budget by end (quantitative easing)
malaise of decade » Fiscal policy disfunction

Stagflation RTC / Recession / Boom Recovery / Low Rates

198_0’s 200_0's 2029’5
1970's 1990's
igh Rates / Dotcom Bust/9-11/
PO REES . Stimulus / Inflation / ¢

Tax Cuts Great Recession Rates
* 21% prime rate * Roller coaster + Pandemic largess
* Mid-decade boom economics becoming a hangover
 Trickle-down economics * “Irrational exuberance” * Russia/Ukraine war
» S&L Crisis emerges * Mortgage / housing crisis + Bank failures

12

A division of QwickRate
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Current Credit Concerns (General)

Credit performance metrics still good, but future clouded by several factors.

Reserves beginning to level out.

Loan demand moderating; will there be a “credit crunch™?

Credit servicing continues to struggle.

The vintages of recent loan growth require monitoring.

Rising consumer debt and delinquencies are now real.

—— Be prepared for overreaction (investor & regulatory) over first signs of stress. —_—
—— —_—
But, for comkaers, most concern should be about™ loans!

O
Inte!‘l‘igr%gﬂit"



Community & Regional Banks:

Commercial Banking Exposure

CRE Holdings (Excluding Multifamily) All CRE EXpOSLII"e

SHARE OF CRE MARKET

®OMES minvestor-Oriven o Private Equity Govt Agencies Minsurance ®int'iBanks S NstonalBanks ®Communiy & Regonal !i.mk/

.

18% 0% 6% 15% 2%

= Community and Regional Banks National Banks 2021 _ 19% 9% 5% 12% 20%

Source: Federal Reserve H.8 Data - April 2023

2015 TO 2019 AVG. 3% 11N 7 16% 17%

Source: MSCI Reol Caopital Analytics

e IntelliCredit*
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CRE Lending

%o Of Assets):

LA

Freremnen
Stavier P’

Smaller Banks Exposure to CRE Significantly Higher than Larger Banks
Higher CRE Exposures and Elevated Loan Growth Have Historically Been Correlated to Small Bank Failures

Percentage of Total Capital Share of Assets

@ CRELoans % of Total Ass

Bank Assets < $100 Mil.  Bank Assets $100 Mil. -

Bil.
Note: CRE includes zll owner occupied and construction CRE loans. Total lludes all Tier 1 and Tier 2 capital per definitions under USS.
regulations.

Source: Fitch Ratings, FedFis.

FitchRatings & Share

IntelliCredit*

A division of QwickRate



Delinquencies — Especially Office Space — Rising!

CMBS Office Deliquencies
3.00% * June CMBS delinquencies

2.61%
120 bps / 116%
in last six months

2.50% 2.38%

2.00% 1.83%

150% « Morgan Stanley estimates
$1.4T in office space
lending will be up for rate
adjustments in next 24

months

1.00%

0.50%

0.00%
Jan-23 Feb-23 Mar-23

Source: Trepp Inc.

LA | IntelliCredit*
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All Four National Regulators Send

PRESS RELEASE / June 29

2023

Inter-Agency Guidance
Policy Statement on
Commercial Real Estate
Loan Accommodations and
Workouts

i Freremnen
Stavier P’

IF within basic safety & soundness protocols, examiners
will not:

o criticize financial institutions adopting CRE
workout plans and short-term accommodations;
and

o Automatically downgrade loans to “substandard
or worse” solely due to declining RE values, and
borrower objectively is not deemed to be beyond
ultimate repayment capacity.

o BUT, must be tied and documented to your
policies and procedures!

IntelliCredit*

A division of QwickRate



The Most Fundamental Metric In CRE — Whatever The Type

Supply

Value
b Optimal

Lending

Challenging
Lending

Demand

o Units Available —

Freremnen



CRE Locations And Loan Types Aren’t The Same

Hospitality CRE Momentum Indices as of 2022Q4

North Carolina West - NC

Hospitality

Source: ATL FED
CRE Momentum Index

United States of America

California North - CA

B o IntelliCredit*
[ A division of QwickRate

Prerrnen



Current Credit* Concerns ( By Industry)

CRE Office & Retail / Consumer® / Small Business

Moderate Risk: CRE Hospitality / Specialty Lending / Manufacturing

Agriculture (Most)

*Based on recent regulatory commentary / our DD & LR findings

*Susceptible Consumer

IntelliCredit*

A division of QwickRate



Early Signs of Stress . . . Mainly Consumer

Cardholders falling behind

Late-payment rates on credit cards remained unusually low in the first half of last year, but * The increase was driven by

they have since climbed back to more normal levels subprime borrowers, who have

3% @® % of accounts that were at least 90 days delinquent been more vulnerable to inflation
and interest rate hikes than

2.50% . . .
borrowers with higher credit

2% scores.

1.50%

« U.S. credit card balances: $917B
in the Q1 ‘24 from $769B in Q1
'23.

1%
0.50%

* Mortgage repayment
performances remain strong.

0%

1Q22

Source: TrransUnion
* Truly a tale of two consumer

T segments!
Consumer debt passes $17 trillion for --American Banker May, ‘23

the first time despite slide in CNBC Mav. 23
mortgage demand ’ InteliCredit-

A division of QwickRate




National Loan Growth Trends: All Banks

$ Billions

-300

Quarterly Change in Loan Balances

mw Quarterly Change (Left Axis) ——12-Month Growth Rate (Right Axis)

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Source: FDIC.

Freremnen
Tanv
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National Loan Growth Trends: Banks <$10B

Q2 ‘23 Call Report Data

QwickAnalytics National Performance Trends BU-SK-
Loan Growth Trends Jome 88,3025
- Vintages matter: A
. weakened economy will
j‘: disproportionately penalize
= g credit quality from the most
recent bursts of growth!
*LTM = Last 12-months (or 'trailing" 12-months) QWiCkAnaW%igég%
Jﬁ;?\ N IntelliCredit*

A division of QwickRate



National Loan Growth Trends: Banks <$10B

Q2 ‘23 Call Report Data

QwickAnalytics National Performance Trends

Loan Growth Trends

Median LTM Loan Growth (%)

QCBI Banks by LTM Loan Growth
T

u.s.
Banks

June 30, 2023

12.50

10.00

1299 (53%

$500MM-518

$250-5500MM

$100-5250MM

50-5100MM

*LTM = Last 12-months (or "trailing"” 12-months)

QwickAnalytics™

Banks losing ground to nonbanks
--American Banker article 10-4-2021

6/
Neck and neck @0\(\

While corporate bonds continue to account for the majority of c{qﬂ\grcial debt,
nonbanks have almost caught up with banks in market shari\

o ® Nonbank C&l lending 0683@ | lending
25% AS: ?e
20% \ \\) :
15% \9) i
Aok

10% %.\ ,\ﬂ()rl
5% @O o AIS

"

0% Q (\(e
2015 0‘\ (#1@0 2017 2018 2019 2020 2021E
%

Sox® nomo%@cscar(h
e
( 96(\
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Fed Funds Rate (Last 10 years / Last 50 years)

FRED /7 — Federal Funds Effective Rate
s

=] ast 10 Years

ol e aiidiE

Source: Board of Governors )
OGS FRED 4 — Federal Funds Effective Rate

200

[i]

175

15.0

Percent

Last 50 Years & -
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A
L C4TTN Source: Board of Governors of the Federal Reserve System (US) fred sdlovisfedorg  [1
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Moving from 7ypical to Optimal

Credit Risk Management
(from the Board's Oversight Perspeqﬁ'ye)

InteLIiQr%git'"



Typical, Non-synced, Credit Management Input
Bank Management

77 22

T

??? Different time periods

Of limited value % 277?

Not complementary
or coordinated

O

Often point-in-time

%
°
®
°
°
°
°

v

Differen 4 Different
t [ =0 methodologie
vendors " ol s

Portfolio Analytics

Stress Testing Loan Review



Optimal, Coordinated, Credit Management Input

Bank Management
Informed, Educated Decision Making

Portfolio
Analytics

_ Stress
Shared methodologies  / Testing

and corporate values / '

Ongoing and interactive

,,,,,

QC

Of optimal value
Complementary and

coordinated

Prescriptive of risk appetité ~

28
W IntelliCredit*
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Let’s Start With A Critically Informing Concept . . .

Public Data Non-Public Data Remember:

A « The external

Red Flags ) stakeholders see a
target through the
lens of public (call
report) data.

Aggregate Critical Steps in
Portfolio Trends . due diligence
L that take you
oan i
Level Detail from portfolio -
level trends to
loan-level detail

*  Only with non-
public, idiosyncratic
Loan Review / loan data can you
Stress Test .
Findings discern the whole
story.

\

Enhanced

29
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Loan Review: Emphasize Experience

Credit Analysis / Decisioning / Review Pyramid

* Utilize reviewers that have been
there / done that

&= Qualitative

* The power of persuasion / (Experience)

collaboration

* Companion with quality
documentation review

* Require bios during RFP process

* Recognize loan review is a key first
line of defense—an asset, not an

» adversary?
VE. InteliCredit



Portfolio Analytics: Data mine Your Portfolio DNA
(Business Intelligence)

We're different from the Great
Recession where only one industry
(1-4 family housing) was the focus

* Data mine all aspects of the broader
portfolio, loan review findings, and \N(\
annual reviews

 ©
* Ferreting out hotspot é Q\Re name While balances and risk are
of the game f0f i years to come correlated — they are not

* Early detg&w reduced losses one in the same.

31
W, IntelliCredit™
Seavaer Pannvin’ A division of QwickRate



Stress Test: Companion With Loan Review

. Top-Down
* Loan review arguably has the most .

“real-time” perspective of a borrower’s
current circumstance, off-setting risks  scenario Econometric / #

Portfolio Level

of relying on potentially out-of-date Analsis Stress Test
initial credit underwriting data

Sensitivity
o Loan Loval Analysis
® A SenS|t|V|ty StreSS teSt On a SUbSGt Stress Test
portfolio, concurrent
with the broader loan review,

is a good faith attempt at a loan —
level approach on a significant

Debt-Service

Bottom-Up

CRE
Loan-To-Value

- Coverage 60-69% 70-79% 80-89% 90+% Coverage 60-69% 70-79% 80-89% 90+%

concen t ra t| on >1.75x 50% 455% 38.0% 7.5% 175 0.0% 50% 15.0% 7.5%

151xt0 1.75x 19.0% 74.0% 53.0% 15.0% 1.51x to 1.75x 0.0% 1.5% 45.0% 125%

1.26x to 1.50x 25% 58.0% 60.0% 12.5% 1.26x to 1.50x 5.0% 125% 20.0% 25.0%

1.16x to 1.25x 715% 35.0% 175% 0.0% 1.16x to 1.25x 0.0% 20.0% 175% 12.5%

1.01x to 1.15x 0.0% 5.0% 0% 0.0% 1.01x to 1.15x 0.0% 50.0% 125.0% 70.0%

32 <=1.0x 0.0% 0.0% 0.0% 0.0% <=1.0x 0.0% 10.0% 35.0% 5.0%

bﬁ Note: Cell data represent the volume of loans, as a percentage of total Note: Cell data represent the volume of loans, as a percentage of total

Preyoey risk-based capital, that meet the LTV and DSC criteria for that cell. risk-based capital, that meet the LTV and DSC criteria for that cell.
Stavier P’ ' .



In Summary (Jointly for Bank Management & Boards)

The current uncertain credit environment requires:

* Accepting the axiom: early detection of credit

weaknesses correlates to reduced loan losses <

° Enhancing your loan review, diagnostic credit tools,

and practical stress testing SN TR )J\
v
. ‘ > ,

* Writing your own credit risk narrative—before a

regulator does it for you; and
/ N
4 A
F /
J— .

33
W, IntelliCredit™
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* At all cost, avoiding the most toxic dynamic: foo many
credit surprises!
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@ Please Reach Out on any Credit
. iy 9 Portfolio Review Needs. Also, Deeply
IntelliCredit Experienced in M&A / Re-Caps.

Real-time combo:

Loan Review / Portfolio Analytics

(P) 800.285.8626 ext. 4057
david.ruffin@intellicredit.com
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