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DATA DISPATCH
US banks CRE loan delinquencies climb to new peak

Tuesday, February 27, 2024 9:42 AM ET

By Xylex Mangulabnan and Harry Terris
Market Intelligence

Overdue commercial real estate loans at US banks increased to another cycle peak as lenders absorb charge-offsin the troubled office sector and pushed-out
expectations for rate cuts keep the pressure on borrowers facing maturities.

The commercia real estate (CRE) loan delinquency rate across the industry increased another 12 basis points sequentialy to 1.15% in the fourth quarter of 2023,
according to data from S& P Global Market Intelligence. That compares with quarterly delinquency rates of 50 basis points to 68 basis points in 2018 and 2019,
and an early-pandemic high of 1.02% in the fourth quarter of 2020, when stress centered on sectors like hotels.

Banks including Wells Fargo & Co. and PNC Financia Services Group Inc. have said that strains are largely confined to the office sector, however, and
expressed confidence that they have already set aside sufficient reserves to absorb charge-offs after large builds.

Meanwhile, some analysts believe that a buoyant economy could enable CRE to power through. "The sturdy pace of recent economic growth appears to be
bolstering commercia rea estate (CRE) demand. Outside of the office market, net absorption continues to be positive," Wells Fargo economists said in a Feb.
26 note, referring to the pace at which tenants occupy new space. "In short, dark clouds continue to loom, however the potential for a soft landing and lower
interest rates are promising green shoots for 2024."

CRE composition and delinquency at US banks
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Data compiled Feb, 21, 2024,

CRE = commercial real estate; C&0 = construction and development.

Delinguent loans consist of loans 30 or more days past due and loans in nonaccrual status.

Analysis based on aggregates for operating and historical US commercial banks, savings banks, and savings and loan
associations. Nondepository trusts and companieswith a foreign banking organization charter are excluded.

Data based on regulatory filings.
Source: S&F Global Markst Intelligence.
@ 2024 S&P Global.

— For a spreadsheet with the datain this article, click here.
{é} Learn — Set email alerts for future data dispatch articles.
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Pulling back
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CRE loan growth has continued to drop as the delinquencies have mounted.

Y ear-over-year growth across US banks was 2.9% in the fourth quarter of 2023, the lowest level in a decade except for 1.8% in the first quarter of 2021.

In the Federal Reserve's most recent survey of senior loan officers, banks said they continued to tighten CRE standards, though the net percentage reporting
sequential tightening declined compared with the previous four quarters for loans in each of the multifamily, nonfarm and nonresidential, and construction and land

development sectors.

On balance, banks also reported that they expect to further tighten standards in each sector in 2024, though most respondents said they expect to keep standards
about the same: 61.5% in multifamily, 72.7% in nonfarm and nonresidential, and 63.6% in construction and land development.

Number of US banks exceeding 2006 CRE loan concentration guidance
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Data compiled Feb. 21, 2024,

CRE = commercial real estate; C&D = construction and development; ALLL = allowance for loan and lease losses.
Analysis includes operating and historical US commercial banks, savings banks, and savings and loan associations.
Mondepository trusts and companieswith a foreign banking organization charter are excludad.

Since the first quarter of 2020, regulators have recommendad using Tier 1 capital plus the entire ALLL a5 the denominatorin
credit concentration calculations because of many banks qualifying for and opting into the community bank leverage ratio
framework. Banks adopting the current expected credit loss model should use the partion of the credit losses attributed to
loans and leases plus Tier 1 capital.

Companies that met both criteria are included in the totals for each criterion, causing overlap betwesn the totals of 2ach
criterion.

Data based on regulatory filings.

Source: 5&P Global Markst Intelligence.

@ 2024 &P Global.

Concentrated in CRE

The number of banks exceeding regulatory guidance for CRE concentration fell for the third consecutive quarter, dropping by 11 sequentially to 532 in the fourth
quarter.

Heavy concentrations have hurt some banks, with atumble in shares at New Y ork Community Bancorp Inc. reflecting concerns about its large exposure to rent-
requlated multifamily buildings. The bank has said it is working to reduce its CRE concentration as quickly asit can.

The composition of CRE exposure can matter greatly, however. For example, regulators' Feb. 16 report on their review of shared national credits found that
while commitments flagged for weaknesses or actually generating losses in the office sector have climbed sharply compared to 2021, they have fallen for the retail
sector and plummeted for hotels.
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Largest US banks exceeding 2006 CRE guidance as of Dec. 31, 2023

Company (top-level ticker)
Walley Maticnal Bank (VL)
Umpqua Bank (COLE)

Bank OZK (OZK)

Simmons Bank (SFMNC)

City Maticnal Bank of Florida (BCI)
Washington Federal Bank (WAFD)
Axos Bank (AX)

Rockland Trust Co. (INDE)
Merchants Bank of Indiana (MBIM)
First United Bank and Trust Co.
ServisFirst Bank (SFES)

Bell Bank

Dime Community Bank (DCOM)
CceanFirst Bank NA (OCFC)

First Foundation Bank (FFAN M}
Yeritex Community Bank (VETX)

Farmers & Merchants Bank of Long Beach (FMEL)

EagleBank (EGEN)

Stellar Bank (STEL)
HomeStreet Bank (HMST)
Industry median®

Diata compiled Feb. 21, 2024,
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CRE = commercial real estate; C&D = construction and development; ALLL = allowance for loan and lease losses.
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Analysis represants the 20 largest US banks and thrifts by total assets as of Dac. 21, 2023, that met at least one of the two CRE
guidance criteria:A. CRE loans greater than or equal to 300% of Tier 1 capital + ALLL and growth in CRE loans greater than or

equal to 508 aver the last 38 months; or B. C&D loans greater than or equal to 100% of Tier 1capital + ALLL.
'Under the new community bank leverage ratio framewaork, gualified community banks that elect to use the framework are not
required to report Tier 2 capital; hence, to calculate credit concentration ratios such as CRE, regulators recommend using Tier 1
capital plus the entire ALLL. For banks that have adopted the current expected credit loss model, Tier 1capital plus the portion
of the allowance far credit losses attributed o loans and leases is used.

*|ncludes operating and historical US commercial banks, savings banks, and zavings and loan associations. Nondepositony trusts
and companies with a forgign barking organization charter are excluded.

Tickers based on top-level entities’ home-country stock exchanges.

Data based on regulatory filings.

Source: S&P Global Market Intelligence.

@ 2024 5&P Global,

Biggest banks

CRE loans increased a median of 5.6% from the year prior across the 20 banks with the largest CRE portfolios, though a number of the increases reflected

acquisitions.

Excluding banks with major acquisitions, the median increase was 0.6%, and seven banks posted year-over-year declines.

Analysts at DBRS Morningstar are relatively sanguine about the ability of large regional banks, or those with between $10 hillion and $1 trillion of assets and
operations in multiple states, to weather CRE problems.

"We expect troublesin CRE to weigh on U.S. banks' financia performance, but this process will take multiple years with |osses spread out, as banks work
through maturing loans," they said in a Feb. 15 note. Nevertheless, because of their earnings power, credit loss reserves and capital positions, "they should be

able to work through these problems.”
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US banks with the largest CRE loans, Q4 2023

Total CRE loans'
Proportion Proportion

Dec. 31,2023, YOy of total of total Leverage
Company (top-level ticker) total assets ($B) ($B) change (%) loans (%) assets(%) ratio (%)
JPMargan Chase Bark NA (JPMZ 3,39513 173.31 288 13.0 51 7.85
Wells Farao Bank Ma (WFC) 173324 135,65 -2.3 5.4 81 B.45
Bank of America MA (BAC) 2,64012 B82.80 13.4 75 3.3 7.53
1.5, Bank MA (USEP BES0.6B B5.B6 223 14.8 86 523
PHNC Bank MNA (PHC) BE57.48 48.89 -4.3 5.2 838 856
Flagstar Bank MA (NYCE)* 1E.26 48.48 0.2 B6.5 N7 850
Capital One NA{COF) 475,83 478 -3.2 14.5 100 10.30
Truist Bank (TFC) bZ7b3 41.48 -6.2 13.2 749 .21
Manufacturers and Traders Trust Co. (MTE) 20777 38.30 -5.0 286 18.4 883
Citibank MA (C) 168471 36.54 -07 58 2.2 B.55
Citizens Bank NA (CFG) 22175 30.35 08 206 137 886
Valley Maticnal Bank (VLY) B0.54 2773 5.8 552 45.5 914
BMO Bank NA (BMO)E 268568 24.39 BBS 6.4 5.2 o7
TO Bank NA(TD) 367177 2410 38 13.2 6.6 no
First-Citizens Bank & Trust Co. Inc. (FCNC.A 213,62 20,61 36.0 5.4 a6 ag8
Webster Bank NA (WES) 7488 1992 81 393 266 =]
Bank CZK (0ZK) 34.24 1960 283 741 B7.2 1351
KeyBank MA (KEY) 185.89 1824 6.2 67 10.2 2922
EastWest Bank (EWBC) 63,48 18.35 73 352 6.5 565
Santander Bank MA [SAN) 100.49 1817 108 320 181 11.55
Group median 5.6 15.9 0.8 9.19

Data compiled Feb. 21, 2024,
CRE = commercial real estate.

Analysis limited 1o cperating US commercial banks, savings banks, and savings and loan associations. Mondepository trusts and
companigswith forgign banking organization are excludsed.

' Regulators define commarcial real estate loans as construction and land development loans + multifamily loans + nonownar-
occupied nonresidential property loans + commercial real estate loans secured by collateral other than real estate.

* JPMorgan Chase Bank MA assumed substantially all of the deposits and purchased eszentially all of the assets of First
Republic Bank on May 1, 2023.

*10.8. Bancorp acquired MUFG Union Bank M& on Dec. 1, 2022,

*Flagstar Bank MA purchased certain assets and liabilities of Signature Bridge Bank MA on March 12, 20232,

*BMO Harris Bank M& acquired Bank of the Wast on Feb. 1, 2023,

#First-Citizens Bank & Trust Co. Inc. acquired certain assets and liabilities of Silicon Valley Bridge Bank MA on March 268, 2023,
Data based on regulatory filings.

Tickers based on top-level entities' home country stock exchanges.

Source: 5&P Global Market Intzlligence.

@ 2024 &P Global.

This article was published by S& P Global Market Intelligence and not by S& P Global Ratings, which is a separately managed division of S& P Global.
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