**SNLFinancial

Residential construction lending continues to be a

bright spot

February 27,2015
By Ken McCarthy and Robin Majumdar

With interest rates at historically low levels, there are not many
options available for banks as they to try to generate yield. But one
emerging lending category continues to be one- to four-family resi-
dential construction loans, which continued their upward swing in
the fourth quarter of 2014.

Quarter over quarter, one- to four-family residential construction
loan growth for U.S. banks and thrifts was 2.89% while year-over-
year growth was 21.03%, an SNL analysis found. Those figures are
in aggregate for all commercial banks and savings banks that filed
financials in all three of those reporting periods.

Janney Capital Markets analyst Sameer Gokhale told SNL that resi-
dential construction seems to be an increasing focus for the regional
banks in particular. “From the standpoint of the banks, this seems to
be an especially interesting area because there seems to be more
demand driven by investors for these properties,” he said.

At the same time, competition is heating up as more banks focus
on trying to bolster that loan portfolio, Gokhale said. Other asset
types have seen so much yield compression that, on a relative basis,
residential construction loans seem to be a more attractive way
for banks to grow their portfolios. “We've seen much more margin
compression in the traditional C&I loans, auto loans and various con-
sumer loans,” he said. “So despite the competition, this is probably a
better place for banks to be growing.”

But Keefe Bruyette & Woods Inc. analyst Damon DelMonte told
SNL that, at least in the Midwest, there has not been a strong uptick
in outstandings for residential construction lending. The emphasis
in the Midwest continues to be on traditional commercial real estate
and C&l lending, he said. Still, he said it is not surprising to see an
uptick in that category across the nation as it is reflective of the in-
creasing health of the economy and consumer confidence. “It seems
like access to loans for consumers has started to pick up the pace a
little bit," he said. “For a period of time, it seemed like the lending
standards had tightened so much that credit wasn’t available to
consumers.”

1- to 4-family residential construction loans at US banks & thrifts
0,

(2$530) mmmm Residential construction loans ($B) Residential construction loans/total loans & leases (%) (;3

25
200 -

- 2.0
150 -

- 15
100 -

- 1.0

50 -
- 0.5
0 - - 0.0
A @ P D QP QO QO QO O VO VO VO VO NN AN AN T IA A9 99 9 9 & X X X
QY QY QY QY QY Q7 QP Q7 QPN N NN N N N N N N N KNI N N N N N N7 NN
godeeddddodrdodrdeddadrddd

Data compiled Feb. 23, 2015.
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Slightly lower interest rates and home prices in markets across
the country contributed to an increase in nationwide housing af-
fordability in the fourth quarter of 2014, according to the National
Association of Home Builders/Wells Fargo Housing Opportunity
Index released Feb. 19. The national median home price declined
from $220,800 in the third quarter to $215,000 in the fourth quarter.
Meanwhile, average mortgage interest rates decreased from 4.35%
to0 4.29% in the same period.

In rural areas of the Midwest there has been a traditional pattern
of demand being met by available supply in residential construction
without one getting ahead of the other, DelMonte said."“You're going

to continue to see projects going up at a measured pace and the
demand being there to support that supply without the two getting
out of whack,” he said.

In some parts of the country — including the Southeast — a great
deal of supply came into the market at the beginning of the recession
while the demand was not present. But in some of those areas that
“got burned” during the recession, the excess inventory has finally
been absorbed and demand is now catching up, DelMonte said. At
the same time, lending standards are now more conducive for renters
to obtain mortgages. “People who maybe lost their house and have
been in an apartment for the last three years because they couldn’t

afford their mortgage are seeing their credit get better ... and might
be looking to build a house now,” he said.

The Mortgage Bankers Association’s Builder Application Survey
for January 2015 showed mortgage applications for new home
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It does not appear that a sharp increase in interest rates is im-
minent given the pace of economic growth, according to Gokhale.
Because of that, there will not be a significant level of outflow of
residential construction loans for quite some time, he said. “l think
you have a bit of runway here. | would say there are at least another
couple of years in which to drive relatively strong growth,"he said. 7

Data compiled Feb. 23, 2015.

Analysis limited to commercial banks and savings banks that reported regulatory financials for Dec.
31,2013, and Dec. 31, 2014.

* Represents the balances of loans for the construction of one- to four-family residential properties
as a percentage of total loans and leases. o
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Banks & thrifts with highest Q4'14 balances of 1- to 4-family residential construction loans
QO0Q change YOY change
Balance inbalance inbalance Concentration
Ranking Company (top-level ticker) City, state ($M) (%) (%) (%)*
1 Wells Fargo & Co. (WFC) San Francisco, CA 1,713.0 4.07 27.84 0.20
2 U.S.Bancorp (USB) Minneapolis, MN 1,485.0 3.05 18.04 0.59
3 Bank of America Corp. (BAC) Charlotte, NC 1,157.0 8.13 2.84 0.13
4 BB&T Corp. (BBT) Winston-Salem, NC 1,053.3 2.10 11.93 0.87
5 Regions Financial Corp. (RF) Birmingham, AL 882.5 -0.09 7.80 1.13
6 First Republic Bank (FRC) San Francisco, CA 791.9 5.29 50.81 2.08
7 Zions BanCorp. (ZION) Salt Lake City, UT 706.8 3.17 20.08 1.76
8 Texas Capital Bancshares Inc. (TCBI) Dallas, TX 601.5 -5.17 26.26 4.22
9 BBVA Compass Bancshares Inc. (BBVA) Houston, TX 539.9 1.37 18.02 0.94
10 M&T Bank Corp. (MTB) Buffalo, NY 4971 -1.55 18.17 0.75
11 BancWest Corp. (BNP) San Francisco, CA 404.8 -11.88 19.32 0.66
12 PNC Financial Services Group Inc. (PNC) Pittsburgh, PA 368.1 6.54 -3.76 0.18
13 JPMorgan Chase & Co. (JPM) New York, NY 361.0 5.25 24.05 0.05
14 Fulton Financial Corp. (FULT) Lancaster, PA 352.7 -3.85 -8.01 2.69
15 Prosperity Bancshares Inc. (PB) Houston, TX 344.8 3.04 20.77 3.73
16 Associated Banc-Corp (ASB) Green Bay, WI 305.0 -0.24 17.74 1.72
17 Capital One Financial Corp. (COF) McLean, VA 293.6 -3.78 -7.31 0.14
18 Umpqua Holdings Corp. (UMPQ) Portland, OR 286.8 7.36 71.91 1.84
19 TowneBank (TOWN) Portsmouth, VA 284.4 0.57 -6.37 8.20
20 Washington Federal Inc. (WAFD) Seattle, WA 283.0 2.63 15.03 3.32
Data compiled Feb. 23, 2015.
Data is based on regulatory filings.
Analysis is based on top-tier banks and thrifts with the highest balances of one- to four-family residential construction loans as of Dec. 31, 2014.
* Represents the balances of loans for the construction of one- to four-family residential properties as a percentage of total loans and leases.
Total loans and leases include loans held for sale. o
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