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Notes from Loan Review
By: Robert L. Viering, Senior Consultant and Manager of Lending Services	
2018 is now behind us and I wanted to give you some observations from our loan 

review practice. The following are our comments on credit quality that we have ob-
served. Two of the most frequent topics/questions we hear about from our clients are: 
1) annual reviews (frequency and level of detail) and 2) credit analysts (where do we 
find them, and how do we train them). 

Credit Quality
With few exceptions, the banks we review have good credit quality. Charge-offs 

are minimal and non-performing loans are low. 
CRE Loans: The majority of the loans we review are commercial real estate and 

they have shown few signs of weakness so far. Although the regulators have cau-
tioned banks about liberalizing terms and reaching for loans, we fortunately saw little 
evidence of this happening with our client banks. However, we have been reminding 
our clients to be diligent in collecting and analyzing rent rolls for multi-tenant prop-
erties, especially those with chain stores as anchor tenants. We have had fewer risk 
rating differences this past year as this segment has been fairly stable. Stress tests we 
have run have shown few issues in this portfolio. We are somewhat concerned about 
future cash flow with rising rates. This is one more reason to review leases and rent 
rolls to see when leases are up for renewal and compare that to when the interest rate 
on a loan will reset. 

C&I Loans: Commercial and industrial loans have also had few problems. The 
one issue we do note is that many banks are relying on tax returns alone. Many times 
these returns have been extended, meaning that the information they contain is nearly 
a year old by the time it is analyzed. These loans can be fairly volatile and are often 
impacted before some CRE loans when the economy turns. So, we do encourage 
banks to get more frequent financial information (which is usually not hard to obtain 
with so many companies using QuickBooks or similar accounting software). It is 
also important to get the borrower’s balance sheet to analyze any items that may be 
a concern but may not be obvious from the income statement. Changes to accounts 
receivable, inventory, accounts payable, and accrued expenses are an important as-
pect of analyzing C&I borrowers. We also counsel banks to watch for analyzing cash 
based on financial statements from companies that regularly sell to other businesses 
or individuals on terms. Without accrual-based statements, these companies are very 
difficult to analyze. Overall, we have seen relatively few risk rating changes in this 
portfolio as the economy has been strong and businesses have been able to cash flow 
with few issues. 

Agricultural Loans: The biggest area of concern we have seen are agricultural 
loans. This sector has been in a prolonged downturn and has been hit hard by recent 
trade disputes. We have found that many farming operations have made the adjust-
ments necessary to get by in today’s world, but those that are highly leveraged are 
having an increasingly difficult time. Dairy portfolios have been especially hard hit. 
So far many operations have gotten by with refinancing long-term assets, primar-
ily real estate, to keep going. But, our concern is how many times an operation can 
refinance until there is no more room to loan against those assets. In the end, these 
operations need to find a way to break even to continue long term. The banks have 
been on top of this portfolio and the loans have been much more closely monitored 
and managed. Boards have paid an appropriate level of attention to this portfolio. 
We have done a much greater penetration of this portfolio for most banks with any 
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degree of exposure to this segment. Stress tests we have run have shown few losses 
primarily because real estate values have been steady. We have seen a greater number 
of risk rating differences in this portfolio due to the volatility in this segment. How-
ever, the number and severity of these differences has not been a serious concern. 
This portfolio is more likely to have criticized assets in it due to the borrowers with 
consistently poor cash flow and increasing leverage. We have also noted a greater 
use of FSA guarantees this past year which we do encourage. 

Annual Reviews
This has been a regular topic of discussion with many of our client banks. They 

are trying to determine how frequently an annual review should take place and the 
size of loans that are subject to review. With the infrequency of credit problems, we 
have seen banks lengthening out their reviews to two or more years for strong cred-
its. We have also observed more banks raising the limit for reviews. These decisions 
are reasonable today, but the risk is that when the economy does start to decline, the 
bank may not recognize problems for a more extended period of time. We strongly 
encourage banks that have extended out reviews or increased the level for reviews 
to be ready to change the timing and level when there are declines in economic con-
ditions, both local and national. It is during more volatile economic times, such as 
we see today in the agricultural sector, when risk ratings do not always keep up with 
emerging weakness.   

Credit Analysts 
We also hear frequently from banks that need to add credit analysts 

due to growth or turnover. They ask about where they can find analysts, 
especially more rural banks, and how they should train them if they lack 
experience. Good analysts are hard to find, especially in more rural areas. 
Most frequently we have seen banks train their own or, in some cases, 
change the level of annual reviews to fit the number of analysts.  

Most community banks do not have a training staff and use on-the-job 
training and outside training, such as banking association training, both 
in-person, and more frequently today, webinars to train their analysts. 
Training a good analyst is a time-consuming but critical job. It is impor-
tant to have individuals that are well-experienced analysts or loan officers 
that see it as an important part of their job to oversee the development of 

your credit analysts. Good credit analysts are an important part of a bank’s credit qual-
ity process. They become even more critical when the economy eventually declines.

Conclusion
Overall, our client banks are doing well and are well-managed. Third-party, in-

dependent loan review is a great way to assure that your loan portfolio is being well 
managed and the bank is prepared for your next regulatory exam. An outside set of 
eyes can be really beneficial. Feel free to reach out to me if you would like to dis-
cuss how Young & Associates, Inc. can help your bank manage its loan portfolio. 
You can reach me at 1.800.525.9775 or bviering@younginc.com. Our best wishes 
for a great 2019! 
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Capital Market Commentary
2019 Forecast and 2018 in Review

By: Stephen Clinton, President, Capital Market Securities, Inc.

The stock market exhibited a high level of volatility in 2018. During the year, trade 
disputes with our neighbors and China caused uncertainty about future U.S. trade 
practices. The Fed continued raising interest rates. The government entered into a 
partial shutdown in December 2018. The Dow ended 2018 at 23,327.46, a decrease 
of 5.63% for the year. The broader S&P 500 index ended down 6.24%. These indexes 
recorded their worst annual performance since 2008.

The market correction in late December led to the decline in the stock market for 
the year. A major contributor to the correction was the choice by investors to move 
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from investments to cash. In the final three months of 2018, investors moved $190 
billion to money market accounts, the biggest deposit in money market funds since 
2008. The movement to a higher cash allocation forced money managers to reduce 
their stock investments leading to a fall in stock prices. 

The Fed, intent upon unwinding its easy-money policies, continued raising inter-
est rates in 2018. Policymakers in December increased the central bank’s benchmark 
interest rate to a range of 2.25% to 2.5%. This was the fourth rate hike of 2018 and 
the ninth increase since the Fed began raising rates from near-zero three years ago. 
During the latter part of 2018, the yield curve became partially inverted causing much 
discussion about whether this was a sign that a recession may be on the horizon.

Employment growth continued strong in 2018, with more job creation than the 
previous two years. There were 2.6 million new jobs created over the course of the 
year compared with 2.2 million in 2017 and 2.3 million in 2016. The unemployment 
rate in December 2018 was 3.9% with claims for new unemployment benefits falling 
to a level not seen since 1969. Wage growth, spurred in part by tight labor conditions, 
climbed in 2018 with hourly earnings increasing 3.2%. 

As we enter 2019, there are a number of items worth monitoring: 
	 Economic Growth – As the year ends and the U.S. economy enters its tenth 

year of expansion, there is considerable momentum heading into 2019. Economic 
activity during the second and third quarters grew at better than a 3.5% pace and 
appears to have performed solidly through the fourth quarter. The full year is ex-
pected to come in at approximately 3% annualized growth, making 2018 one of 
the best years of this expansion. We feel confident that the economic expansion 
will continue in 2019 and record the longest economic upswing on record, and 
predict GDP growth of between 2.0% and 2.5% in 2019.

Housing – Home prices continued to rise in 2018. The S&P/Case-Shiller Na-
tional Home Price Index rose 5.2% in the 12 months ending in November 2018. 
The rising price for homes continues the trend of exceeding inflation and wage 
growth. Home sales in 2018 recorded the softest year for sales since 2015. A lim-
ited housing inventory, increased home prices, and rising interest rates negatively 
impacted the housing market. Additionally, the 2017 tax law reduced some in-
centives for homeownership. We expect home sales to remain subdued in 2019.

Industrial Production – U.S. manufacturing activity finished 2018 strong. Out-
put at U.S. factories grew 1.1% in December, the biggest gain since February 2018. 
Capacity utilization was pegged at 78.7% in December, the highest reading in four 
years. This activity indicates solid domestic demand which outweighed softer 
export growth. U.S. auto sales topped 17 million vehicles for an unprecedented 
fourth straight year. These positive values, however, may not be good indicators 
for 2019. Some of the 2018 factory production may have been in anticipation of 
concerns over increased tariffs being assessed in the future. We anticipate mod-
estly lower export activity in 2019 due to the strengthening value of the dollar and 
due to the uncertain outcome of the China trade negotiations.

Consumers – Consumer confidence decreased in January, making it the third 
month the index has declined. Consumer expectations regarding job prospects and 
business conditions weakened, but still suggest that the economy will continue 
expanding at a solid pace in the near-term. Consumers ended 2018 in a healthy 
financial position, but the three-month decline in consumer confidence is reflective 
of an increasing concern that the pace of economic growth may begin moderating 
in the first half of 2019. 

Inflation – Low inflation, lower gas prices, and higher wages are increasing the 
spending capacity of American workers. In 2018, overall prices rose 1.9%. This 
falls below the Fed’s target of 2%. The low inflation rate provides the Fed an op-
portunity to be patient about future rate increases and we anticipate no more than 
two rate increases in 2019. We anticipate that 2019 will move closer to a 2.3% 
inflation rate as oil prices increase (oil prices plunged more than 40% since early 
October 2018) and the impact of tariffs increase product prices.

U.S. Deficit – The U.S. deficit is at a six-year high and represents a 17% increase 
from last year. It is projected to climb to near $1 trillion by the end of fiscal 2019. 
Last year’s tax cut permanently slashed the corporate tax rate to 21% from 35% 
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and temporarily reduced individual taxes. The increase in the deficit is partially 
caused by lower income tax revenues due to the tax cut. Another factor contrib-
uting to the deficit is the Trump administration’s increase in defense spending. 

China – China’s economic expansion slowed to its lowest pace in nearly three 
decades in 2018. One contributing factor for the slowdown is the trade fight with 
the U.S. Another cause of the decline for the world’s second largest economy is 
softening wage growth and increasing household debt for Chinese consumers. 
An additional factor is the Chinese government’s reduction of the use of debt 
by its government and the various business entities it controls. 

Political Risks – There are a number of geo-political risks that could signifi-
cantly change the outlook for 2019. Among these are the ongoing Brexit process, 
a weakening European economy, trade negotiations with China, and the political 
uncertainty in Venezuela. Furthermore, the dysfunction in Washington and the 
potential issuance of the Robert Mueller investigation report creates uncertainty. 

Interesting Tidbits
Large Corporation Sales – More than a third of S&P 500 revenue is generated 

outside the U.S. About 10% comes from developing economies.
Federal Reserve Net Worth – The Fed is insolvent on a mark-to-market basis. 

In December, the Fed had $66 billion in unrealized losses on its portfolio of long-
term mortgage securities and bonds. The $66 billion is 170% of the Fed’s capital 
resulting in a GAAP negative net worth of $27 billion. 

Bank Earnings – The 21 largest American banks earned $154.6 billion in 2018 
and grew their common equity by a net $2.4 billion, implying that they gave the 
remaining $152.2 billion to shareholders in stock buybacks and dividends.

Merger and Acquisition Activity
Merger activity in 2018 was slightly higher than the activity in 2017. In 2018 

there were 281 announced mergers of banks and thrifts compared to 267 deals 
in 2017. In terms of deal size, the total assets of sellers totaled $185 billion in 
2018, compared to $147 billion in 2017. Pricing on 2018 bank sales improved 
from 2017’s pricing, recording a median price to book multiple of 173% and a 
price to earnings multiple of 23.3 times. We anticipate that 2019 will see lower 
merger activity, due in part to the lower pricing on potential buyer’s market prices.

Capital Market Services
Young & Associates, Inc. has a successful track record 

of working with our bank clients in the development and 
implementation of capital strategies. Through our affiliate, 

Capital Market Securities, Inc., we have assisted clients in a 
variety of capital market transactions. For more information on 
our capital market services, please contact Stephen Clinton at 

1.800.376.8662 or sclinton@younginc.com. 

Compliance in 2019 
By: Bill Elliott, CRCM, Senior Consultant and Manager of Compliance Services

The United States Senate finally confirmed Kathleen Kraninger as the new head 
of the Consumer Financial Protection Bureau (CFPB), effective December 11, 2018. 
The result is that there is now someone at the helm, at least for the next five years. 
Mick Mulvaney has been the acting director (after a court fight about it) for the last 
year, and has implemented many changes in the approach of the agency. 

It remains to be seen how Ms. Kraninger will manage the agency, but Mr. Mulvany 
instituted some general operational changes in how the CFPB functions.
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They include:

�� Measuring costs and benefits of new/updated regulations

�� Determining what changes in regulations will have on the consumer’s access to 
products (the new rule concerning gift cards comes to mind)

�� Looking at the impact on providers of financial services
Under Mr. Mulvaney, the CFPB changed its focus to follow the law, rather than 

to make new law. We will have to see if Ms. Kraninger will follow this approach, 
or decide to go down a different path.

In recent days, the Financial Services Committee of the House, chaired by Maxine 
Waters, has been making noises about banking in general. It remains to be seen as 
to whether they can accomplish much change at all, given the Republican majority 
in the Senate. My best guess is that all the political posturing will continue, with 
much noise from each side, and little happening of any substance.

This situation allows bankers to “take a breath” and make sure that all current 
requirements are met. In our review work, we have noted many banks that are 
struggling to handle the current level of regulation. If your bank is struggling, now 
is the time to work to resolve these issues, prior to the next round of regulation.

For the New Year
Other compliance issues that many expect we will be dealing with in 2019 are 

the following;

�� Small Dollar Lending rules are due in January. We will have to see exactly what 
impact, if any, the rules will have for banks. 

�� Collection rule changes are coming, as most complaints that the CFPB receives 
are on this issue. While some readers may not be subject to the Fair Debt Col-
lection Practices Act, it may be worthwhile for all banks to pay attention to any 
changes, as many of these changes will address modern technology. The updates 
will include new requirements for using voicemail, text, and email as collection 
tools.

�� 	The year 2019 will also include changes to HMDA. Rather than change the regu-
lation, the CFPB issued an interpretive rule in response to the aforementioned 
law that was passed in May 2018. During 2019, the agency will have to update 
the regulation itself. The CFPB will also be considering changes regarding re-
porting open-end lines of credit. 

�� 	Small business lending data collection is also still on the horizon. Although it 
was to be accomplished by now, the CFPB has taken its time on this “short-form 
HMDA for Commercial Loans” that was dictated by the Dodd-Frank Act. Al-
though the CFPB has delayed implementation, this issue seems to have “moved 
up the list” and bankers will have to face these changes in the next couple of 
years.

�� 	The Dodd-Frank Act changed UDAP to UDAAP by adding “abusive” as a cat-
egory under the law. The CFPB has never created any additional regulation to 
discuss this issue, but it appears that it will begin considering how to do so in 
the next few months.

�� 	Regulation CC (Expedited Funds Availability Act) has been a source of conversa-
tion for several years now. There finally is movement to deal with this regulation. 
It certainly needs to be completed, as much of the current regulation describes a 
world that no longer exists. After threatening to do something with this regula-
tion for some time, the CFPB and the Federal Reserve Board added additional 
items in a new proposal, while indicating that the other changes proposed in 2011 
may or may not be implemented. We will just have to wait and see what form 
the final regulation takes.

�� 	For now, nothing is happening with overdraft issues. It is unclear why the CFPB 
has backed away, but some of their reluctance may have to do with bills that are 
pending in Congress. Whether any of the laws pass Congress and get signed into 
law by the President remains to be seen.
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Keeping Decisions Open Zaps the Team
By: Mike Lehr, HR Consultant

Making decisions is hard. Even the easy ones are. That’s because decisions close 
the door on issues. They say we’re doing this, not doing that, or moving onto some-
thing else. Keeping an “open door” to an issue is so much easier. After all, it keeps 
our options open. Yet, doing so zaps the team.

Consider this. I once worked for an executive who frequently said, “Let’s re-
search this more.” Our manager though was very good at moving the executive 
to decisions. For one project though, the manager requested extensive informa-
tion so the executive would approve the project. Finally, at a team meeting one of 
us asked, “Are you really going to use all this?” The manager responded, “No, of 
course not. I’ll need probably only 20% of it.” Exasperated, our team member re-
sponded, “Then why do we need to do all this?” The manager replied, “Because, I 
don’t know which 20% I’m going to need to get [Executive] to make a decision.”

As another consideration, it is not unusual for business leaders to express pride 
over their people’s speed of execution. In one case, an owner bragged that his team 
produced something in under two months. After being pressed further though, he 
disclosed that the decision to move forward took a year and a half. 
What goes unnoticed in many timetables on such projects is how long it took to 

give the team a “go” decision. They remain open decisions about issues that repeat-
edly show up on some agenda. They not only consume time, they create uncertainty, 
vagueness, volatility, and complexity in the bank’s entire decision-making process.

Think of all the unclosed decisions as gunk in a water pipe. Throughout the bank 
hierarchy managers and other employees make decisions. To make good ones, they 
need to consider context. That context includes any open issues. “If this happens, I 
might need to do this. If not, I’ll need to do that.” To resolve this, they hedge. They 
make mealy decisions, not confident ones. This zaps the team’s commitment. They 
make decisions in a context of uncertainty as to what might come down the pike, in 
a context of vagueness that outstanding issues might contradict one another, and in a 
context of complexity as to what all the open issues mean as a whole.

Then, finally, volatility comes into play when a crisis hits. It forces decisions on 
the bank. This easily produces knee-jerk and whip-saw decisions.

Now, decisions don’t need to collect like exercise equipment and kitchen utensils, 
and tools collect with some. It can be as simple as saying, “Let’s close that issue for now 
and review it again in a couple years.” Other times, it can be as simple as saying, “No.” 

Too many times, in trying not to damage someone’s enthusiasm or in keeping our 
options open, those options paint a picture of indecisiveness and lack of confidence. 
This zaps the team. After all, it’s well known in psychology that too many options 
breed indecision. Humans have limits on about what they can think.

Thus, closing decisions unclutters the team’s minds. It removes the gunk from the 
decision-making pipes. So, commit today. Close out three decisions that have been 
on the docket for a couple of months. You might need to do more cleaning than that, 
but remember, humans have limitations on what can be running through their minds 
at any one time.

For more insights and guidance on how to get your people to make better decisions, 
you can reach Mike Lehr at mlehr@younginc.com. 

Conclusion
This is just a snapshot of what is to come or may come. With the revolving door lead-

ership in the CFPB and the general disarray in our nation’s capital, bankers will need 
to be prepared (as we have been for years) for changes to occur. So, those banks with 
strong systems in place to manage change need to keep those systems in place. Banks 
that do not have strong systems should consider improving their operations, because 
additional changes appear inevitable. 

Should you require any assistance with any of these or any other compliance is-
sues, please contact me at 1.800.525.9775 or bille@younginc.com – we stand ready 
to assist you. 
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Customizable Bank Policies
Young & Associates, Inc. has developed over 95 practical bank 
policies designed specifically for community banks that will ease 
the burden of developing bank policies from scratch.

�� Bank Secrecy and Anti-Money Laundering Policy (#109) 
- $350

�� Customer Identification Program Policy (#217) - $195

�� ADA Website Accessibility Accommodations (#327) - 
$125

�� Cybersecurity (#313) – $195

�� Identity Theft  (#224) – $250

�� Complete List of Available Policies – management, lend-
ing, and compliance topics

Commercial Real Estate (CRE) Stress Testing 
Workbook (first year license) (#258) − $895
This Microsoft Excel workbook combines call report data with 
loan-level data characteristics that you enter about the CRE loans 
in your portfolio to estimate the level of CRE losses your institution 
might experience under two stress scenarios that you have the 
ability to define. The output of the workbook includes highlighting 
individual loans that may experience losses in a stress scenario as 
well as aggregate portfolio-level loss amounts.
This product provides an efficient solution for stress testing your 
CRE portfolio, and the results serve as important inputs into your 
concentration risk management, capital planning, and strategic 
planning processes.
Available in 3 versions for Banks, Banks with an existing SNL 
subscription, and Credit Unions.
System Requirements: Microsoft® Excel 2007 or higher

Capital Planning System
Assess capital adequacy in relation to your bank’s overall risk and 
develop a customized capital plan for maintaining appropriate 
capital levels in all economic environments. Addresses the impact 
of growing cybersecurity risks, as well as the impact of the tax 
reduction from a capital planning perspective. 
Allows you to:
Develop a base case scenario in which minimum capital adequacy 
standards are established.
Identify and evaluate risk for your bank. Parameters in this 
analysis have been field-tested in our work with banks over the 
years and closely resemble adequacy standards established in 
consent orders.
Stress test capital by loan classification (as recommended by the 
FDIC and OCC).
Perform contingency planning for stressed events. All 
assumptions are stressed to determine the amount of capital needed 
and possibilities for increasing capital are examined.
Generate your capital plan in as little as 1 day. Data from the 
Microsoft® Excel spreadsheets can be easily transferred directly 
into a Word document that can be customized to fit the unique 
circumstances at your bank.
First Year License Fee  (#304) ‒ $1,095
Update/Annual License (#306) ‒ $495
System Requirements: Microsoft® Excel 2007 or higher

Liquidity Toolkit (#273) ‒ $1,250
Includes:

�� Liquidity Cash Flow Planning Model (#271): Forecast 
funding sources, funding needs, and cash flow gaps. Mon-
itor availability of contingent liquidity. Monitor fund-
ing concentrations and dynamic cash flow ratios. Per-
form liquidity stress testing and multiple-scenario what-if 
analyses. (regularly $950)

�� Liquidity Contingency Funding Plan (#272): Delin-
eates strategies and actions addressing potential liquidity 
shortfalls in emergency situations. Includes identifica-
tion of stress events, stress levels, early warning indica-
tors, parameters for liquidity stress testing, sources of 
funds and funding strategies, lines of responsibility and 
communication, as well as a detailed crisis action plan. 
(regularly $275)

�� Liquidity Management Policy (#096): Customizable 
policy designed to ensure that the bank is managed to 
provide an adequate level of liquidity to meet both pre-
dicted and unexpected cash needs while maintaining a 
planned net interest margin. (regularly $225)

System Requirements: Microsoft® Word 2007 and Excel 
2007 or higher

Save $200 when you purchase the Liquidity Toolkit.

Practical Solutions Catalog
Click here to view and download our 

complete list of our products.

https://store.younginc.com/search.asp?keyword=Capital+planning+system&search=
https://store.younginc.com/Liquidity-Toolkit_p_133.html
https://store.younginc.com/Commercial-Real-Estate-CRE-Stress-Testing-Workbook-First-Year-License-_p_119.html
https://store.younginc.com/Liquidity-Cash-Flow-Planning-and-Stress-Testing-Model_p_131.html
https://store.younginc.com/Liquidity-Contingency-Funding-Plan_p_132.html
https://store.younginc.com/Liquidity-Management-Policy_p_44.html
https://www.younginc.com/policies/
https://www.younginc.com/products/yacatalog2018.pdf
https://store.younginc.com/Bank-Secrecy-and-Anti-Money-Laundering-Policy_p_56.html
https://store.younginc.com/Customer-Identification-Program-Policy_p_86.html
https://store.younginc.com/ADA-Website-Accessibility-Accommodations-Policy-_p_184.html
https://store.younginc.com/Cybersecurity-Policy_p_170.html
https://store.younginc.com/Identity-Theft-Policy_p_89.html
https://www.younginc.com/policies/
https://store.younginc.com/Capital-Planning-System-First-Year-License_p_157.html
https://store.younginc.com/Capital-Planning-System-UpdateAnnual-License-Renewal_p_159.html



