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FDIC Banking Profile 2013Q1

Stronger Start to 2013 as Banks Post Income Growth
e Asset quality on the rise as banks report fewer noncurrent loans

o Higher noninterest income and lower provisions boost banks’ net income

e Industry-wide gains point toward growth potential in coming quarters

The Federal Deposit Insurance Corporation (FDIC) Quarterly Banking Profile (QBP) for 1Q13 points
toward continuing improvement in the banking sector as net income rises and cost-cutting
initiatives payoff. As we have seen in the past few quarters, asset quality continues to improve
gradually (see our latest Quarterly Update), Noncurrent loans and leases for 1Q13 declined 6% to
$2611bn, their lowest levels since year end 2008, as the total delinquency rate fell to 4.4%. Declining
quarter by quarter to a more sustainable level, the full percentage point decline in delinquencies
since 1Q12 signals an improving situation for banks. Noncurrent loans and leases declined $15.7bn
during 1Q!13 lead by residential mortgage loans where balances declined by 5% ($8.7bn). Noncurrent
real estate construction and development loans declined by $22bn and nonfarm non-residential
loans for properties fell $2bn. Accordingly, loan losses declined for the 11" consecutive quarter to
$16bn which is the smallest quantity since 3Q1l The improvement in charge-offs was across all loan
categories with residential mortgages 39% lower on a YoY basis. Charge-offs for home equity lines
of mortgages declined 33.4% while that for credit cards fell 11.5%. As banks appear to be getting rid of
the tarnished loans, income is on the rise. Quarterly net income at commercial banks rose $40.3bn
as one-time income and expense items helped lift earnings for 1Q13. Net operating income grew
19.6% YoY, a moderate level of growth given the headwinds banks faced at the end of 2012. Total
noninterest income rose $5.1bn YoY and trading revenue rose 17.8% over the same period. Aiding
net income growth was a $4.2bn decline in noninterest expense of which 50% of the decline came
from one large bank. However, almost 60% of banks reported increases in noninterest expenses.
Provisions for loan and lease losses fell to $llbn declining $3.3bn from 12 months ago with over half
of banks reporting lower loss provisions from 1Q12. Net interest income declined to its lowest level
since 4Q09 as both total interest income and total interest expense continued to decline.
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Domestic Deposits Hit Record Highs, Banking Financials Continue to Improve

Domestic deposits declined in 1Q13 after a massive leap at the end of 4Q!12, falling $20.5bn to just
below its record high set the period prior. This decline was influenced heavily by the fall in non-interest
bearing deposits which primarily indicates that the payroll tax increase at the beginning of 2013
influenced peoples spending habits, reducing the savings rate in 1Q13 as consumers used these funds
instead to maintain consistent levels of consumption.
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Outlook for Next Quarter

While consumers were fretting over the fiscal debates taking place in early 2013, banks were
expecting less traffic in the early months as both industries and individuals dealt with the tax increase
and continuing uncertainty. However, it seems as though the situation turned out quite positive with
over 90% of institutions posting positive net income and fewer institutional failures (only four). Despite
the decline in assets, incomes remain strong and earnings have been boosted by the expiration of
some short-term costs. With the domestic situation improving and sectors like C&I and real estate
taking the helm in terms of loan growth, banks are likely to see an improvement in the coming quarter
as consumer lending is poised to grow along with autos. In terms of headwinds, reduced interest
income may continue to put pressure on net income but will likely be overshadowed by growth in
loan originations and better credit quality.
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Table 1
FDIC Data Summary
FDIC Statistics on Depository Institutions 2013Q1 2012Q4 2012Q3 2012Q2 2012Q1 2011Q4
Total Delinquency (%) 4.43 4.76 5.06 5.06 5.36 5.60
Mortgage Delinquency 9.81 10.26 10.72 10.35 10.43 10.59
CRE Delinquency 3.91 4.26 4.77 5.10 5.84 6.25
C&l Delinquency 1.27 1.38 1.48 1.64 1.81 1.97
Individual Delinquency 2.68 2.99 3.04 2.95 3.14 3.49
Net interest margin (%) 5.33 3.32 3.35 3.38 3.45 3.47
Net operating income to assets (%) 1.00 0.88 0.85 0.82 0.81 0.57
Return on assets (ROA) (%) 1.14 0.98 1.08 1.00 1.03 0.76
Return on Equity (ROE) (%) 10.07 8.68 9.45 8.76 9.27 6.77
Net charge-offs to loans (%) 0.85 1.00 1.21 1.12 1.19 1.43
Earnings coverage of net charge-offs (%) 4.23 3.23 2.86 2.99 2.84 2.08
Loss allowance to loans (%) 2.12 2.21 2.33 2.49 2.63 2.73

Source: SNL Financial & BBVA Research
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