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Undercapitalized ranks thin, some banks escape

through sales

March 4, 2015
By Hina Nawaz and Nathan Stovall
The number of undercapitalized banks fell considerably in 2014

and a handful of institutions managed to escape negative territory
by finding a lifeline in the form of a partnering institution.

The FDIC defines undercapitalized banks as those with a total
risk-based capital ratio below 8.0%, a Tier 1 risk-based capital ratio
below 4.0% or a Tier 1 leverage capital ratio below 4.0%, unless the
bank is a CAMELS 1-rated institution. In that case, a bank would be
undercapitalized if its leverage ratio was less than 3.0%. If the Tier 1
leverage ratio at any bank falls below 2%, the FDIC would usually be
required to step in within 90 days.

No institutions had a leverage ratio below 2% at the end of the
fourth quarter. Thirteen banks and thrifts were undercapitalized at
the end of the period, based on the criteria of having Tier 1 ratios
below 4%, compared to 16 institutions at the end of the third quarter
of 2014 and 24 institutions a year prior, according to SNL data.

After a significant decline in the first three months of 2014, the
number of undercapitalized institutions decreased at a more moder-
ate pace in the last nine months of the year, in part due to the rela-
tively small size of banks remaining in that territory.

Still, three banks joined the undercapitalized ranks in the fourth
quarter, four banks moved into that territory in the third quarter, five
institutions became undercapitalized in the second quarter and six
institutions joined the group in the first quarter of 2014.

Few banks find themselves in dire straits as the health of the indus-
try continues to improve. Such is evident by the consistent declines
in the FDIC's “problem list,” which by the end of the fourth quarter
had fallen to the lowest level since year-end 2008. The number of
institutions on the problem list decreased to 291 from 329 in the third
quarter and 411 a year prior, an 11.6% drop from the linked quarter
and down 29.2% from the year prior. Problem banks’assets fell to $87
billion at the end of 2014, the first time the group has fallen below
that level since the second quarter of 2008.

Before the credit crisis fully erupted, the number of problem insti-
tutions stood at 171 at the end of the third quarter of 2008. Problem
institutions hit their high point in the first quarter of 2011 at 888,
when bank failures were near their peak. Problem banks’ assets
peaked a year earlier, totaling $431 billion at the time.

Failures were the main contributor to the decrease in undercapital-
ized institutions in 2011 and 2012. The trend was consistent through
those two years, when the number of undercapitalized banks de-
creased by 49 to 44 institutions. During that period, a number of

Problem and undercapitalized banks and thrifts
== Tier 1 risk-based ratio less than 4%

== FDI|C 'problem’ institutions

Data compiled Feb. 24, 2015.
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Analysis includes all commercial banks and savings banks that reported regulatory filings for the respective period.
At the time of this analysis, nine of the 13 companies that reported Tier 1 risk-based ratio less than 4% as of Dec. 31,
2014, remain operational.

The number of FDIC ‘problem’ institutions is highlighted in the regulator’s quarterly report for FDIC-insured
institutions. The FDIC defines undercapitalized banks as those with a total risk-based capital ratio below 8.0%, a Tier 1
risk-based capital ratio below 4.0% or a Tier 1 leverage capital ratio below 4.0%, unless the bank is a CAMELS 1-rated
institution. In that case, a bank would be undercapitalized if its leverage ratio was less than 3.0%. °

Tier 1 risk-based ratios are based on regulatory filings. 00
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Undercapitalized banks and thrifts

Commercial banks and savings banks with a Tier 1 risk-based ratio less than 4%

Tier 1
risk- Adjusted

Total based QOQ Leverage Q0Q Texas Q0Q

City, state/ assets ratio change ratio change ratio change

Company (top-level ticker) territory ($M)  (%)"  (bps) (%)? (bps) (%)3 (pps)
American Patriot Bank Greeneville, TN 707 2.79 4 2.03 2 582.57 -23.99
Foothills Community Bank Dawsonville, GA 79.1 3.22 -20 2.61 -13 315.73 -13.35
State Bank of Herscher Herscher, IL 135.6 3.47 -68 2.09 -49 21453 -21.10
First City Bank of Florida Fort Walton Beach, FL  222.4 3.49 3 2.59 3 571.09 2.71
Pinnacle Bank Orange City, FL 1544  3.75 25 2.31 22 326.87 -65.75
Horry County State Bank (HCFB) Loris, SC 421.5 3.79 43 2.53 23 308.47 -12.45
Alliance Bank & Trust Co. (ABTO) Gastonia, NC 163.8 3.88 -28 2.83 -22 121.97 -21.18
Guaranty Bank (MHC) (GFCJ)  Milwaukee, WI 1,031.0 390 -142 2.33 -43  230.97  20.97

Data compiled March 2, 2015.

Data is based on regulatory financials as of Dec. 31, 2014.
" Represents Tier 1 capital as a percent of risk-adjusted assets.

Source: SNL Financial

Analysis limited to operating commercial banks and savings banks.

2 Represents Tier 1 capital as a percent of adjusted average assets.
3 Adjusted Texas ratio is nonperforming assets plus loans 90 days past due, excluding government-guaranteed
loans and OREO, divided by tangible common equity plus loan loss reserves.
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banks joined the ranks of the undercapitalized and 143 banks failed,
while 36 banks found their way out of trouble through recapitaliza-
tions, mergers or balance sheet shrinkage and de-risking, coupled
with modest earnings in some cases.

The trend was more positive in 2013, when 16 banks, including
five in the fourth quarter, found their way out of undercapitalized
territory without failing or closing their doors. Just 24 banks failed in
2013 — only two banks failed in the fourth quarter.

The pace of failures was even slower in 2014. Four banks failed in
the fourth quarter of 2014, bringing the total to 18 failures for the
year, the lowest level since before the credit crisis. Four banks previ-
ously deemed undercapitalized have failed since SNL last published
the list of undercapitalized banks in the industry. By far, the largest
of those institutions to fail was Doral Bank, which closed its doors on
Feb. 27, just days after being deemed “critically undercapitalized” by
the FDIC. The San Juan, Puerto Rico-based bank moved into under-
capitalized territory in the third quarter after battling asset quality
issues and consecutive losses over the last five years.

When excluding banks that have failed or merged since the end of
the fourth quarter, SNL data shows that, as of March 2, eight banks
were undercapitalized based on Dec. 31 data, compared to 13 banks
at the last publication of the list of undercapitalized banks.

The eight undercapitalized banks reported a median Tier 1 ratio
of 3.62%, up from 3.16% at the end of the third quarter. Still, with
turnover occurring in the group, the banks currently in undercapital-
ized territory experienced a median linked-quarter decrease in their
capital ratios of 8.5 basis points.

Five banks escaped undercapitalized territory during the fourth
quarter, compared to five in the third quarter, six in the second
quarter and four in the first quarter of 2014. Three banks previously
deemed undercapitalized failed after the fourth quarter ended,
but four banks escaped undercapitalized territory through positive
means.

Two of those institutions had reported negative Tier 1 risk-based
ratios and negative leverage ratios at the end of the third quarter, but
closed the year in positive territory. The two banks — Fayette County
Bank and Winfield Community Bank — were not considered under-
capitalized at the end of the second quarter, according to SNL data.

Fayette County Bank reported a Tier 1 risk-based ratio of 10.83%
and a leverage ratio of 7.74% at the end of the fourth quarter, mov-
ing back in the black after returning to profitability in the period.
The bank's asset quality dramatically improved in the fourth quarter,
with noncurrent loans falling to 9.90% of loans from 27.98% in the
prior quarter.

Winfield Community Bank, meanwhile, found its way out of under-
capitalized territory by selling to Premier Commerce Bancorp Inc. The
Winfield, Ill.-based bank had moved into a negative capital position in
the third quarter after reporting three consecutive quarterly losses,
including a $2.17 million loss attributable to the bank in the third
quarter that wiped out its tangible common equity.

Eastside Commercial Bank NA also escaped undercapitalized ter-
ritory by agreeing to sell to another institution, inking plans to hand
over the reins to First Sound Bank in mid-January. Loveland, Colo.-
based Advantage Bank found a lifeline as well, agreeing to sell to a
private investor 1
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