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Several banks close to stress test minimums with
higher-than-expected loan losses

March 6, 2015
By Zach Fox and Zuhaib Gull

All 31 banks subject to Dodd-Frank Act stress testing passed the
Federal Reserve's latest exam, but some did so by relatively thin
margins as loan losses came in higher than some analysts expected.

While analysts acknowledged that banks close to breaching the

the stress test period coming in at 5.1%, just 10 basis points over the
5.0% standard.

In a March 6 note, Evercore ISl analyst John Pancari reiterated his
“hold” rating for Zions but called the stress test result “the second
consecutive CCAR disappointment” for the company. He noted that
the company could increase its stressed Tier 1 capital by selling

roughly $432 million of CDOs remaining in the bank’s portfolio,
which would boost capital by 60 basis points to 70 basis points,
although it would incrementally hamper pre-provision net revenue.
Ultimately, Pancari said the bank'’s stress test performance “casts
incremental uncertainty around Zions' future capital deployment,
growth plans, and business mix/model.”

Compass Point Research & Trading analyst Kevin Barker agreed in a
March 6 note, calling Zions'results disappointing. While Barker wrote

minimum ratios will need to be more careful, they also project strong
payout ratios generally, as the system overall is better capitalized, on
one measure, than it was during last year’s test.

Perhaps most noticeable was Zions Bancorp., the only bank to
fail on a quantitative basis in last year’s test. The bank nearly expe-
rienced a repeat failure, with its minimum Tier 1 common ratio over

Capital ratios in 2015 Dodd-Frank stress tests (%)
Under severely adverse scenario
Tier 1 common Common equity Tier 1risk-based Total risk-based Tier 1 leverage
ratio Tier 1 ratio capital ratio capital ratio ratio
Act. Proj. Proj. Act. Proj. Proj.  Act. Proj. Proj. Act. Proj. Proj. Act. Proj. Proj.
Q3'14 Q4'16 min. Q3'14' Q416 min. Q3'14 Q4'16 min. Q3'14 Q4'16 min. Q3'14 Q4'16 min.

Company (ticker)

Ally Financial Inc. (ALLY) 9.7 79 79 NA 80 80 127 10.1 101 135 116 116 109 88 838
American Express Co. (AXP) 13.2 154 125 136 151 130 136 156 135 151 173 154 116 13.0 114
Bank of America Corp. (BAC) 13 74 7.1 120 72 71 128 79 7.8 158 104 104 7.9 5.1 5.1
Bank of New York Mellon Corp. (BK) 13.9 16.0 12.6 151 151 126 163 16.1 13,6 17.0 165 14.2 5.8 6.0 5.2
BB&T Corp. (BBT) 105 81 8.1 NA 82 82 124 98 98 152 11.8 11.8 9.7 74 74
BBVA Compass Bancshares Inc. (BBVA)*  11.0 6.3 6.3 NA 69 69 113 69 69 133 87 87 9.6 55 55
BMO Financial Corp. (BMO)* 1.5 9.0 9.0 NA 74 74 115 74 74 155 103 103 8.3 52 5.2
Capital One Financial Corp. (COF) 12.7 95 95 12.7 9.4 94 133 10.1 10.1 152 11.8 11.8 10.6 79 7.9
Citigroup Inc. (C) 134 82 82 15.1 7.1 6.8 15.1 71 68 177 95 9.2 9.0 47 46
Citizens Financial Group Inc. (RBS)* 129 10.7 10.7 NA 109 109 129 109 109 161 143 143 109 88 88
Comerica Inc. (CMA) 106 9.0 9.0 NA 87 87 106 87 87 128 105 105 10.8 8.9 8.9

Deutsche Bank Trust Corp. (DBK)* 36.6 34.7 347 NA 286 286 366 286 286 370 298 298 119 11.0 11.0
Discover Financial Services (DFS) 148 153 139 NA 145 133 156 152 141 178 169 158 137 133 12.6
Fifth Third Bancorp (FITB) 96 79 79 NA 74 74 108 85 85 143 115 115 9.8 77 77
Goldman Sachs Group Inc. (GS) 144 93 63 15.1 7.1 58 170 81 64 198 100 8.1 9.0 59 54
HSBC North America Holdings Inc. (HSBA)* 140 89 89 163 89 89 173 100 100 26.1 148 148 9.4 6.0 6.0
Huntington Bancshares Inc. (HBAN)  10.3 9.0 9.0 NA 87 87 116 94 94 137 116 11.6 9.8 8.0 8.0

JPMorgan Chase & Co. (JPM) 109 65 65 11.1 64 63 126 73 73 150 96 9.6 7.6 46 4.6
KeyCorp (KEY) 113 99 99 NA 96 96 120 99 99 141 121 121 11.2 93 93
M&T Bank Corp. (MTB) 98 73 73 NA 75 75 125 88 88 154 116 116 106 68 6.8
Morgan Stanley (MS) 150 88 6.2 152 83 63 17.1 88 6.5 198 113 86 8.2 49 45
MUFG Americas Holdings Corp. (8306)* 127 80 80 127 80 80 127 80 80 146 102 102 114 7.1 7.1
Northern Trust Corp. (NTRS) 128 124 123 128 109 108 136 114 113 16.0 13.6 13.6 7.9 74 74
PNC Financial Services Group Inc. (PNC)  11.0 95 95 11.1 8.4 84 1238 99 99 16.1 125 125 11.1 8.7 87
Regions Financial Corp. (RF) 118 83 83 NA 85 85 127 9.0 9.0 155 114 114 11.0 76 7.6
Santander Holdings USA Inc. (SAN)*  11.0 94 9.4 NA 103 103 13.1 107 107 150 125 125 123 9.6 9.6
State Street Corp. (STT) 137 141 118 150 97 81 167 112 97 191 13.1 116 6.4 54 48
SunTrust Banks Inc. (STI) 96 82 82 NA 82 82 105 90 90 123 108 108 9.5 76 76
U.S. Bancorp (USB) 95 86 85 97 82 81 113 96 96 136 11.7 11.7 9.4 81 80
Wells Fargo & Co. (WFC) 108 75 75 11.1 69 69 126 82 82 156 11.1 11.1 9.6 6.4 6.4
Zions BanCorp. (ZION) 1.9 51 5.1 NA 60 60 144 73 73 163 94 94 119 59 59
31 participating bank holding 1.9 84 8.2 NA 78 76 135 86 84 16.2 11.0 10.8 88 59 5.9
companies

Data compiled March 5, 2015.

* Ticker shown is for the ultimate parent of the institution and is based on the ultimate parent's home-country stock exchange.

The capital ratios are calculated using capital action assumptions provided within the Dodd-Frank Act stress-testing rule. These projections represent
hypothetical estimates that involve an economic outcome that is more adverse than expected. These estimates are not forecasts of capital ratios. The
minimum stressed ratios (%) are the lowest quarterly ratios from fourth quarter 2014 to fourth quarter 2016 under the severely adverse scenario.

' Actual common equity Tier 1 ratios are only reported by advanced-approaches bank holding companies in 2014. All bank holding companies are subject to
the common equity Tier 1 ratio for each quarter of 2015 and 2016.

Act. = actual; Proj. = projected; Min. = minimum. 0 °

NA = not available % SNL
Sources: Federal Reserve and SNL Financial i
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Income statement projections in 2015 Dodd-Frank stress tests
Under severely adverse scenario
Revenues ($B) Provisions and losses ($B)
Realized
losses/ Trading Net  Other AOCI
Pre- gains and income compre- included
provision on AFS counter- Other before hensive in
net Other &HTM party losses/ taxes income capital
Company (ticker) revenue! revenue? Provisions securities losses3 gains? ($B) ($B)3 ($B)
Ally Financial Inc. (ALLY) 4.1 0.0 6.0 0.6 0.0 0.0 -2.5 0.0 0.0
American Express Co. (AXP) 23.7 0.0 13.7 0.0 0.0 0.0 10.0 0.0 -1.4
Bank of America Corp. (BAC) 34.4 0.0 49.1 0.9 17.6 4.1 -37.3 23 =1l
Bank of New York Mellon Corp. (BK) 11.8 0.0 1.7 0.2 0.9 1.7 7.2 -0.3 -1.0
BB&T Corp. (BBT) 8.0 0.0 7.2 0.0 0.0 0.0 0.7 0.0 0.0
BBVA Compass Bancshares Inc. (BBVA)* 1.1 0.0 3.8 0.1 0.0 0.1 -2.8 0.0 0.0
BMO Financial Corp. (BMO)* 1.1 0.0 2.8 0.0 0.0 0.0 =1l.7/ 0.0 0.0
Capital One Financial Corp. (COF) 21.7 0.0 25.9 0.1 0.0 0.1 -4.4 -0.1 -0.3
Citigroup Inc. (C) 29.1 0.0 50.3 34 18.5 53 -48.4 -5.6 -20.5
Citizens Financial Group Inc. (RBS)* 3.9 0.0 5.4 0.2 0.0 0.1 -1.8 0.0 0.0
Comerica Inc. (CMA) 1.7 0.0 2.5 0.0 0.0 0.0 -0.7 0.0 0.0
Deutsche Bank Trust Corp. (DBK)* 1.0 0.0 1.1 0.0 0.0 0.0 -0.1 0.0 -0.1
Discover Financial Services (DFS) 12.9 0.0 10.1 0.0 0.0 0.0 2.7 0.0 0.0
Fifth Third Bancorp (FITB) 4.7 0.0 55 0.0 0.0 0.0 -0.8 0.0 0.0
Goldman Sachs Group Inc. (GS) 2.4 0.0 2.8 0.0 17.0 6.8 -24.1 0.0 -0.6
HSBC North America Holdings Inc. (HSBA)* -0.7 0.0 7.6 0.1 0.0 0.7 -9.1 0.8 0.2
Huntington Bancshares Inc. (HBAN) 2.2 0.0 2.1 0.2 0.0 0.0 -0.1 0.0 0.0
JPMorgan Chase & Co. (JPM) 30.4 0.0 55.5 4.1 23.6 2.1 -54.8 -5.4 -1.3
KeyCorp (KEY) 3.1 0.0 3.3 0.0 0.0 0.2 -0.4 0.0 0.0
M&T Bank Corp. (MTB) 4.1 0.0 5.4 0.0 0.0 0.1 -1.4 0.0 0.0
Morgan Stanley (MS) 4.1 0.0 35 0.2 15.8 3.6 -19.0 0.0 -0.8
MUFG Americas Holdings Corp. (8306)* 1.1 0.0 4.9 0.6 0.0 0.0 -4.4 0.0 0.0
Northern Trust Corp. (NTRS) 32 0.0 1.9 0.0 0.0 0.0 1.3 0.1 -0.1
PNC Financial Services Group Inc. (PNC) 11.5 0.0 10.8 0.5 0.0 0.4 -0.2 -0.9 -0.3
Regions Financial Corp. (RF) 37 0.0 6.2 0.0 0.0 0.0 -2.6 0.0 0.0
Santander Holdings USA Inc. (SAN)* 6.2 0.0 8.1 0.1 0.0 0.1 -2.1 0.0 0.0
State Street Corp. (STT) 7.0 0.0 0.8 0.9 2.0 0.0 3.3 -2.8 -1.8
SunTrust Banks Inc. (STI) 6.2 0.0 6.6 0.0 0.0 0.7 -1.0 0.0 0.0
U.S. Bancorp (USB) 22.8 0.0 18.1 0.1 0.0 0.0 4.7 0.2 -0.2
Wells Fargo & Co. (WFC) 42.7 0.0 56.4 5.0 7.3 3.2 -29.3 -0.7 1.4
Zions BanCorp. (ZION) 0.6 0.0 3.0 0.4 0.0 0.0 -2.9 0.0 0.0
31 participating bank holding companies 309.6 0.0 381.9 17.8 102.7 29.3 -222.2 -12.4 -27.9
Data compiled March 5, 2015.
Projections are based on the 2014 Dodd-Frank Act stress test methodologies and represent hypothetical estimates that involve an economic outcome that is more
adverse than expected. These estimates are not forecasts of expected losses, revenues, or netincome before taxes.
Income projections are cumulative for the nine quarters of the planning horizon, fourth quarter 2014 through fourth quarter 2016.
Average balances used for profitability ratios and portfolio loss rates are averages over the nine-quarter period. Estimates may not sum precisely due to rounding.
*Ticker shown is for the ultimate parent of the institution and is based on the ultimate parent’s home-country stock exchange.
1 Pre-provision net revenue includes losses from operational-risk events, mortgage repurchase expenses and OREO costs.
2 Other revenue includes one-time income and expense items not included in pre-provision net revenue.
3 Trading and counterparty losses include mark-to-market losses, changes in credit valuation adjustments, and incremental default losses.
4 Other losses/gains include projected change in fair value of loans held for sale and loans held for investment measured under the fair value option, and goodwill
impairment losses.
5 Other comprehensive income is only calculated for advanced approaches bank holding companies and includes incremental unrealized losses/gains on available-
for-sale securities and on any held-to-maturity securities that have experienced other-than-temporary impairment.
6 For advanced approaches BHCs, 20% of accumulated other comprehensive income is included in capital calculations for 2014, 40% of AOCl is included in capital
calculations for 2015, and 60% of AOClI is included in capital calculations for 2016. For the purposes of this stress test cycle, non-advanced approaches BHCs are
assumed to opt out of including AOCl in their capital calculations. o o°
AFS = available for sale, HTM = held to maturity, AOCl = accumulated other comprehensive income % SN L
Sources: Federal Reserve and SNL Financial °

that the result did not change his fundamental view of the company,
he also said the “second weak result will increase pressure on ZION
to break-up the consolidated bank holding company if it remains a
SIFl-bank subject to CCAR.”

And Morgan Stanley analysts projected in a March 6 note that the
bank would indeed sell off its CDOs this year to reduce its stressed
Tier 1 capital and that any capital return this year would be “minimal.”

Zions was not the only bank to have a close call in the latest
stress-test results. Although Zions was the only bank to come close
to the regulatory minimum for the Tier 1 common ratio, there were
several other banks to post other ratios within 1 percentage point of
the regulatory minimum, with Morgan Stanley and Goldman Sachs
Group Inc. close to regulatory minimums on more than one measure.

“SNLFinancial

For the Tier 1 risk-based capital ratio, which needed to remain
above 6.0% over the course of the stress test, four banks were within
1 percentage point: BBVA Compass Bancshares Inc. at 6.9%, Citigroup
Inc. at 6.8%, Morgan Stanley at 6.5% and Goldman Sachs at 6.4%.

Goldman Sachs ended up even closer to the regulatory minimum
on its total risk-based capital ratio, which the Federal Reserve re-
ported as bottoming out at 8.1% under the stressed scenario, just
10 basis points above the regulatory minimum of 8.0%. Other banks
close on the measure included BBVA Compass at 8.7% and Morgan
Stanley at 8.6%.

And four banks — all with significant trading operations — were
within 1 percentage point on their minimum Tier 1 leverage ratios.
Morgan Stanley was close for a third measure, with its leverage ratio
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Projected loan losses in 2015 Dodd-Frank stress tests
Under severely adverse scenario
Projected for Q4’14 through Q4’16 ($B)
Junior
First lien liens & Commercial

Total mortgages, HELOCs, Commercial real estate, Credit Other Other
Company (ticker) loan domestic domestic & industrial domestic cards consumer loans
Ally Financial Inc. (ALLY) 5.1 0.3 0.2 1.6 0.2 0.0 2.8 0.0
American Express Co. (AXP) 10.5 0.0 0.0 3.3 0.0 7.3 0.0 0.0
Bank of America Corp. (BAC) 45.7 7.1 8.2 8.0 5.1 11.7 2.2 3.3
Bank of New York Mellon Corp. (BK) 1.4 0.2 0.0 0.1 0.2 0.0 0.3 0.6
BB&T Corp. (BBT) 6.0 0.9 0.3 0.8 2.4 0.2 1.1 0.3
BBVA Compass Bancshares Inc. (BBVA)* 3.2 0.4 0.2 0.8 1.5 0.1 0.1 0.1
BMO Financial Corp. (BMO)* 2.7 0.3 0.3 0.8 0.7 0.0 0.2 0.4
Capital One Financial Corp. (COF) 22.2 0.8 0.2 1.7 1.5 14.2 33 0.5
Citigroup Inc. (C) 48.3 4.4 35 7.4 1.0 20.9 5.9 5.1
Citizens Financial Group Inc. (RBS)* 4.8 0.4 1.4 1.0 1.2 0.2 0.5 0.1
Comerica Inc. (CMA) 2.2 0.1 0.1 0.9 0.8 0.0 0.0 0.4
Deutsche Bank Trust Corp. (DBK)* 0.8 0.1 0.0 0.3 0.2 0.0 0.0 0.1
Discover Financial Services (DFS) 8.3 0.0 0.0 0.0 0.0 6.9 1.4 0.0
Fifth Third Bancorp (FITB) 5.2 0.6 0.5 1.8 1.3 0.3 0.4 0.3
Goldman Sachs Group Inc. (GS) 2.2 0.0 0.0 0.9 0.2 0.0 0.0 1.1
HSBC North America Holdings Inc. (HSBA)* 8.2 4.7 1.1 1.1 0.9 0.1 0.0 0.3
Huntington Bancshares Inc. (HBAN) 2.0 0.2 0.3 0.5 0.6 0.0 0.3 0.1
JPMorgan Chase & Co. (JPM) 49.7 5.4 6.7 9.6 5.4 12.9 2.5 7.1
KeyCorp (KEY) 3.0 0.2 0.4 0.9 0.7 0.1 0.4 0.3
M&T Bank Corp. (MTB) 4.4 1.0 0.4 0.6 2.0 0.0 0.3 0.1
Morgan Stanley (MS) 2.6 0.2 0.0 0.6 0.9 0.0 0.2 0.6
MUFG Americas Holdings Corp. (8306)* 3.8 0.9 0.1 0.9 1.4 0.0 0.0 0.3
Northern Trust Corp. (NTRS) 1.5 0.3 0.3 0.2 0.3 0.0 0.0 0.4
PNC Financial Services Group Inc. (PNC) 9.6 0.4 0.7 3.7 3.1 0.5 0.8 0.4
Regions Financial Corp. (RF) 5.4 0.7 0.6 1.1 23 0.1 0.3 0.3
Santander Holdings USA Inc. (SAN)* 7.2 0.4 0.3 0.6 1.6 0.0 4.2 0.1
State Street Corp. (STT) 0.6 0.0 0.0 0.1 0.1 0.0 0.0 0.5
SunTrust Banks Inc. (STI) 6.1 1.0 1.0 1.8 1.2 0.1 0.7 0.2
U.S. Bancorp (USB) 16.2 1.4 0.9 4.9 4.4 2.7 1.2 0.8
Wells Fargo & Co. (WFC) 48.8 7.3 6.3 10.9 10.3 43 5.7 4.0
Zions BanCorp. (ZION) 2.6 0.0 0.1 0.8 1.5 0.0 0.1 0.1
31 participating bank holding companies 340.3 39.7 34.0 67.8 52.8 82.9 35.1 28.0
Data compiled March 5, 2015.
These projections represent hypothetical estimates that involve an economic outcome that is more adverse than expected. These estimates are not forecasts of
expected loan losses. Average balances used for profitability ratios and portfolio loss rates are averages over the nine-quarter period. Estimates may not sum precisely
due to rounding.
*Ticker shown is for the ultimate parent of the institution and is based on the ultimate parent’s home-country stock exchange.
1 Commercial and industrial loans include small and medium enterprise loans and corporate cards. Other consumer loans include student loans and automobile
loans, and other loans include international real estate loans. Average loan balances used to calculate portfolio loss rates exclude loans held for sale and loans held for
investment under the fair-value option. o °
HELOC = home equity line of credit e SNL
Sources: Federal Reserve and SNL Financial L4

projected to reach a minimum of 4.5% over the course of the stress
test, compared to the regulatory requirement of 4.0%. Also close on
the leverage ratio were State Street Corp. at 4.8%, Citigroup at 4.6%
and JPMorgan Chase & Co. at 4.6%.

None of the banks were within 1 percentage point on the common
equity Tier 1 ratio.

“l would imagine that if you are close to any one of the minimum
quantitative ratios, you do have to consider that when coming up
with your capital strategy, there’s just no two ways around it," said
David Little, managing director and head of U.S. enterprise risk solu-
tions and stress testing for Moody’s Analytics.

Indeed, the banks closest to the minimums are the ones about
which analysts expressed the most concern. In a March 6 note, No-
mura analyst Steven Chubak tabbed Goldman Sachs, Morgan Stanley
and Citigroup as the companies most likely to have to reduce payouts
in order to remain above the minimum thresholds. With a different list
of names, the Morgan Stanley analysts tabbed Goldman Sachs, State

'SNLFinancial

Street, JPMorgan and Wells Fargo & Co. as the banks most likely to
come in with smaller payouts than previously expected.

In aggregate, the 31 participating banks reported a Tier 1 common
ratio of 8.2%, compared to a ratio of 7.6% for the 30 bank holding
companies in the 2014 test. In the press release announcing the latest
results, the Federal Reserve noted the 31 companies’aggregate Tier 1
common capital ratio was 5.5% in 2009.

“The Fed’s release was pretty upbeat in that the ratios are going
up across the system,” Moody’s Little told SNL. “The system looks
like it was more well-capitalized than it was before and | think that is
something the regulators are going to point to as an indication that
we're in a safer place than before stress testing existed.”

At the same time, relative to the aggregates of the 30 participat-
ing banks in last year’s stress test, the Tier 1 common ratio was the
only one to show improvement. The aggregate common equity Tier
1 ratio declined to 7.6% from 7.9%, the Tier 1 risk-based capital ratio
declined to 8.4% from 8.5%, the total risk-based capital ratio declined
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Projected loan loss rates in 2015 Dodd-Frank stress tests (%)
Under severely adverse scenario
Projected for Q4’14 through Q4’16
Junior
First lien liens & Commercial

Total mortgages, HELOCs, Commercial real estate, Credit Other Other
Company (ticker) loan domestic domestic & industrial domestic cards consumer loans
Ally Financial Inc. (ALLY) 5.0 5.4 8.0 4.5 5.1 0.0 5.2 12.7
American Express Co. (AXP) 9.2 0.0 0.0 9.0 0.0 9.3 14.3 0.0
Bank of America Corp. (BAC) 49 3.1 9.2 3.9 8.3 11.4 2.8 2.1
Bank of New York Mellon Corp. (BK) 2.3 2.9 9.8 33 10.3 0.0 10.6 1.4
BB&T Corp. (BBT) 4.6 2.7 3.6 4.1 7.0 13.6 6.0 2.0
BBVA Compass Bancshares Inc. (BBVA)* 5.7 2.9 6.8 4.6 12.5 14.4 4.0 1.5
BMO Financial Corp. (BMO)* 4.6 3.5 5.0 4.8 7.9 10.7 2.8 3.4
Capital One Financial Corp. (COF) 10.8 2.5 7.5 7.6 6.4 18.5 8.8 3.8
Citigroup Inc. (C) 7.2 4.8 11.5 4.6 9.1 15.0 11.9 2.7
Citizens Financial Group Inc. (RBS)* 5.1 2.8 7.2 3.9 11.3 12.5 3.4 1.9
Comerica Inc. (CMA) 4.5 2.6 4.9 3.0 7.8 0.0 7.8 6.6
Deutsche Bank Trust Corp. (DBK)* 45 3.8 9.6 9.9 7.9 0.0 2.3 1.4
Discover Financial Services (DFS) 12.2 5.1 15.0 14.0 31.6 12.7 10.1 43
Fifth Third Bancorp (FITB) 5.6 4.4 5.7 5.0 13.2 14.3 2.7 3.4
Goldman Sachs Group Inc. (GS) 3.2 5.1 9.3 9.8 6.1 0.0 2.7 2.0
HSBC North America Holdings Inc. (HSBA)* 8.6 12.5 223 3.5 9.6 14.7 7.4 2.7
Huntington Bancshares Inc. (HBAN) 4.2 2.8 4.5 4.0 7.2 14.7 3.2 2.1
JPMorgan Chase & Co. (JPM) 6.4 3.8 9.7 7.5 6.7 11.0 3.7 4.1
KeyCorp (KEY) 5.0 4.3 4.5 4.0 8.0 12.8 8.8 2.5
M&T Bank Corp. (MTB) 5.2 3.7 6.1 3.8 7.5 14.7 6.2 2.5
Morgan Stanley (MS) 4.0 1.6 9.3 8.0 19.7 0.0 0.7 4.1
MUFG Americas Holdings Corp. (8306)* 5.0 3.1 4.2 4.8 9.0 0.0 14.7 4.1
Northern Trust Corp. (NTRS) 4.9 35 13.0 4.0 85 0.0 13.1 37
PNC Financial Services Group Inc. (PNC) 4.7 1.7 3.0 5.7 9.3 12.1 3.2 1.5
Regions Financial Corp. (RF) 6.9 4.7 6.5 4.8 14.7 13.9 5.8 2.8
Santander Holdings USA Inc. (SAN)* 9.6 4.5 4.5 3.6 9.0 14.7 17.2 3.8
State Street Corp. (STT) 3.3 0.0 0.0 4.8 294 0.0 0.6 2.7
SunTrust Banks Inc. (STI) 4.5 4.0 7.1 4.5 6.9 13.9 34 1.5
U.S. Bancorp (USB) 6.5 2.4 53 7.8 11.0 14.7 3.4 3.7
Wells Fargo & Co. (WFC) 5.8 2.9 7.9 6.7 8.3 14.8 6.6 3.4
Zions BanCorp. (ZION) 6.5 0.9 4.2 6.8 8.2 14.7 11.6 4.6
31 participating bank holding companies 6.1 3.6 8.0 5.4 8.6 13.1 5.8 2.9
Data compiled March 5, 2015.
These projections represent hypothetical estimates that involve an economic outcome that is more adverse than expected. These estimates are not forecasts of
expected loan losses. Average balances used for profitability ratios and portfolio loss rates are averages over the nine-quarter period. Estimates may not sum precisely
due to rounding.
*Ticker shown is for the ultimate parent of the institution and is based on the ultimate parent’s home-country stock exchange.
1 Commercial and industrial loans include small and medium enterprise loans and corporate cards. Other consumer loans include student loans and automobile
loans, and other loans include international real estate loans. Average loan balances used to calculate portfolio loss rates exclude loans held for sale and loans held for
investment under the fair-value option. o o°
HELOC = home equity line of credit o:o SNL
Sources: Federal Reserve and SNL Financial

to 10.8% from 11.0% and the aggregate Tier 1 leverage ratio was flat
at 5.9%.

Still, with all banks passing and with an improvement in the Tier 1
common ratio, analysts are expecting payouts in the banks'forthcom-
ing capital plans to be higher than they were last year. In a March 6
note titled, “All Banks Pass, Everyone Gets a Trophy for Now,” Robert
W. Baird analyst David George projected capital deployment ratios
would edge higher to 70% from roughly 65% in 2014. And in another
March 6 note, Vining Sparks analyst Marty Mosby wrote that total
payouts could reach a median of 80% this year.

The Morgan Stanley analysts highlighted Bank of America Corp.
as a strong name following the results, as the bank’s results give
credence to the analysts’ forecast that the bank would fulfill gross
buybacks of $1.2 billion per quarter. R.W. Baird’s George also called
Bank of America a relative “winner” of the stress test, along with Citi-
zens Financial Group Inc., Comerica Inc. and Huntington Bancshares
Inc. for year-over-year improvements in projected earnings power
and loss rates.
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However, the Morgan Stanley analysts noted that net charge-off
rates in the Federal Reserve-run results differed significantly from
the company-run results, particularly for commercial real estate and
commercial-and-industrial loans.

That very well might have been the Federal Reserve’s intention,
Moody’s Little said. CLO issuance has spiked lately, driven by strong
C&Il loan growth while reports emerge about declining credit quality.

“We've heard a lot of discussion about whether or not the Fed is
concerned about certain pockets of assets in the economy, such as
consumer and industrial loans. And | think the adverse scenario is
meant to test those types of hypotheses,’ Little said.

Total loan losses under the severely adverse scenario ranged, nomi-
nally, from $600 million at State Street to $49.7 billion for JPMorgan.
As a portion of the portfolio, loan loss rates varied from 2.3% for Bank
of New York Mellon Corp. up to 12.2% for Discover Financial Services.
In aggregate, the 31 participating bank holding companies projected
loan losses of $340.3 billion, or a 6.1% loss rate, over the nine quarters
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in the severely adverse scenario. Credit cards were projected to have
the most severe losses, at $82.9 billion, or 13.1% of the portfolio.

Wells Fargo posted the largest projected losses for both commer-
cial real estate and C&I loans under the stress test. It was the only
bank to reach 11-digit losses in those categories, with the Federal Re-
serve projecting $10.9 billion in losses for Wells Fargo's C&I portfolio
and $10.3 billion for its commercial real estate portfolio. The bank's
loan loss rates, however, were not out of line, at 6.7% for C&Il and 8.3%
for commercial real estate. In aggregate, the 31 banks posted loss
rates of 5.4% for C&I and 8.6% for commercial real estate.

From a profit and loss perspective, the 31 banks, in aggregate,
projected to post a net loss of $222.2 billion over the nine quarters
in the severely adverse scenario on pre-provision net revenue of
$309.6 billion.

While the banks all passed the quantitative portion, Little and
Mayra Rodriguez Valladares, managing principal of MRV Associates,
a bank consultant, both said the qualitative portion will be trickier.
Some media reports suggest Banco Santander SA and Deutsche Bank
AG will fail the qualitative portion, which caused more failures in last
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year's stress test. Little said he expects the Federal Reserve to issue
notices of Matter Requiring Attention or Matter Requiring Immediate
Attention, known as MRA or MRIA.

“Banks have a lot of work to do around infrastructure. Even the
banks that have been working on this since 2009, | have spoken with
a number of them over the past year, and there is still work to be
done on databases; there’s still work to be done on automating the
process,” Little said.

Rodriguez Valladares took it a step further, saying the banks’inabil-
ity to produce accurate, timely data about their holdings essentially
invalidate the quantitative portion.

“When the banks themselves are telling the Basel Committee that
they have a problem, | don’t see how people can take these stress
tests or capital ratios seriously,” Rodriguez Valladares told SNL. “I'm
talking to people who are working at these banks and they're like,
‘Yeah, you do what you can!But they're far from having reliable data
that then means anything when it comes to stress tests or capital
ratios” 1
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