Banks continue to
deal with HELOC
‘hangover’ in Q1°16

By Kate Garber and Mohammad Eazaz Khan June 3,2016

Home equity loans and lines of credit at large banks
declined again during the first quarter of 2016, as both
borrowers and lenders continue to rethink the post-crisis
HELOC product.

The first three months of 2016 marked the 29th con-
secutive quarter of declines in home equity loans and lines
of credit in the banking industry. The aggregate balance
among U.S. banks and thrifts dropped 1.81% to $523.68
billion as of March 31, according to SNL Financial data.

The large base of HELOCs, a "hangover from the financial
crisis,” has “locked into maturation,” said Vining Sparks
analyst Marty Mosby. More of these loans are being paid
off and the post-crisis, redesigned version of the product
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has not been able to originate new loans fast enough to
counterbalance that decline, he added.

The four largest U.S. banks and many superregional
banks top the list again of institutions with the largest
declines in the first quarter of 2016 because of the large
portfolios of HELOCs that they accumulated when the
product was a key part of their consumer lending business,
according to Mosby.

“They built up those big portfolios and they're still getting
payoffs and paydowns that are still outpacing their ability
to originate,” he said.

Before the housing crisis, borrowers were encouraged
to draw and spend the funds from their lines of credit, said
Guy Cecala, CEO of Inside Mortgage Finance. Now, they
are more of a specialized product for banks and a tool for
borrowers who want to do home improvement projects,
Mosby said.

“People also thought that home price appreciation was
going to go on forever and never really worried about it,”

Home equity loans across US banks and thrifts

mmm Junior liens ($B)
Past due and nonaccrual HELOCs/total HELOCs (%)

mmmm HELOCs ($B)

Past due and nonaccrual junior liens/total junior liens (%)

($B) (%)
900 - -8
800 - 7
700 - 6
600 -
5
500 - l
4
400 -
3
300 - '
’ -
200 - ‘
1
100 - II 1
0 0
a1a2a3a4atazasasa10203a4a1a2asasa1a20304a1/azasasariazasasa1a2adadatlazasiasar
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Data compiled May 30, 2016.

Includes all U.S. commercial banks, savings banks, and savings and loan associations.

Data based on regulatory filings.

HELOCs = home equity lines of credit; revolving open-end loans secured by one-to four-family residential properties.
Junior liens = closed-end loans secured by junior liens on one -to four-family residential properties.

Source: SNL Financial, an offering of S&P Global Market Intelligence
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US banks and thrifts with the largest decline in home equity loans in Q1'16

Q1'16 Q1'16
Q1'16 balance concentration’ delinquency?

QoQ QoQ QoQ

change change change

Company (top-level ticker) City, state ($M) ($M) (%) (bps) (%) (bps)
Bank of America Corp. (BAC) Charlotte, NC 73,641.0 -2,112.0 7.91 -23 5.56 -8
Wells Fargo & Co. (WFC) San Francisco, CA 69,492.0 -1,987.0 7.24 -43 3.73 -10
JPMorgan Chase & Co. (JPM) New York, NY 55,037.0 -1,924.0 6.37 -32 5.15 -7
Citigroup Inc. (C) New York, NY 23,226.0 -1,497.0 3.66 -20 5.34 -2
PNC Financial Services Group Inc. (PNC) Pittsburgh, PA 21,029.8 -479.1 10.06 -27 4.21 -5
SunTrust Banks Inc. (STI) Atlanta, GA 12,695.9 -316.1 8.96 -45 1.98 24
Citizens Financial Group Inc. (CFG) Providence, RI 16,678.3 -305.8 16.40 -69 2.81 -9
United Services Automobile Association San Antonio, TX 5,166.1 -233.1 11.07 -22 3.09 -16
BMO Financial Corp. (BMO) Wilmington, DE 4,057.0 -171.3 5.94 -39 6.67 21
Fifth Third Bancorp (FITB) Cincinnati, OH 7,553.5 -170.0 8.00 -26 1.73 -12
Regions Financial Corp. (RF) Birmingham, AL 8,190.8 -152.2 9.99 -23 2.28 -17
E*TRADE Financial Corp. (ETFC) New York, NY 1,976.1 -141.3 17.65 68 10.23 117
KeyCorp (KEY) Cleveland, OH 7.172.6 -140.1 11.40 -33 2.78 5
HSBC North America Holdings Inc. (HSBA) New York, NY 3,605.8 -139.1 3.68 -12 6.99 -89
TD Group US Holdings LLC (TD) Wilmington, DE 9,446.3 -115.0 7.01 -10 9.26 3
First Horizon National Corp. (FHN) Memphis, TN 2,316.6 -113.5 13.09 -55 5.77 7
BB&T Corp. (BBT) Winston-Salem, NC 8,745.8 -100.3 6.40 -6 1.32 -2
M&T Bank Corp. (MTB) Buffalo, NY 5,891.9 -98.3 6.71 -14 2.12 -26
Charles Schwab Corp. (SCHW) San Francisco, CA 2,573.0 -87.0 8.49 7 0.51 5
U.S. Bancorp (USB) Minneapolis, MN 16,748.0 -83.0 6.26 -14 1.46 3
Industry median* 3.8 0.0 2.85 -2 0.38 0

Data compiled May 30, 2016.

Analysis Includes top-tier consolidated banks and thrifts that reported balances of greater than zero for home equity loans for the first quarter of
2016 and the fourth quarter of 2015.

Data based on regulatory filings.

Home equity loans include revolving open-end one- to four-family loans and closed-end junior lien one- to four-family loans.

1 Represents home equity loans as a percentage of total loans and leases, including loans held for sale.

2 Home equity loans that are 30 or more days past due or in nonaccrual status, as a percentage of total home equity loans.

* Represents the median figures for all the banks and thrifts analyzed.

Source: SNL Financial, an offering of S&P Global Market Intelligence

HELOC rates at US banks & thrifts by asset size*

Current Change (bps)

Q1'16 asset size’ rate (%)? 1-week 1-month 3-month 6-month 1-year 2-year 3-year
<$500M 4.48 0 0 5 2

$500M-$1B 4.28 8 5

$1B-$5B 4.22 1 1 2 1 12 4

$5B-$10B 4.05 0 7 2 3

>$10B 4.80 3 2 3 8 10 13 14
Prime rate 3.50 0 0 0 25 25 25 25
Industry average* 4.38 0 0 7 5 0

Data compiled May 30, 2016.

* Represents the average U.S. HELOC rates across commercial banks, savings banks, and savings and loan associations.

1 Asset categories are based on total assets disclosed by banks and thrifts in their respective regulatory filings for March 31, 2016.
2 Current interest rates are for the week ended May 27, 2016.

HELOC = home equity line of credit

Source: SNL Financial, an offering of S&P Global Market Intelligence
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Cecala pointed out. “People now recognize there's no guar-
antee your home is going to appreciate and they're looking
atit more as a loan that has to be paid back or at least paid
down at some point.”

In the current environment, lenders are also more at-
tuned to the need for a system that enables customers to
repay HELOCs instead of maintaining them, Cecala said. He
said that before the housing crisis, most lenders exclusively
offered an interest-only option for making payments. Now,
most banks offer three ways to pay down a HELOC, he said.
Cecala said that the two other paydown options allow bor-
rowers to choose interest-only with some principal or to
opt into an installment loan with monthly principal write-
downs. Those payment alternatives are another reason
why borrowers are “almost immediately” paying down their
HELOCs, he said.

Still, Cecala said that most banks are hoping to ramp up
their HELOC originations. Due to a fairly flat mortgage lend-
ing market so far in 2016, financial institutions are looking
to related areas to boost volume, he said.

Amid a generally positive tone in the U.S. housing market
and rising home prices, some banks are optimistic. During
the bank’s April 14 earnings call, Bank of America Corp. CEO
Brian Moynihan said that home equity has “kicked back up
a little bit” because people see equity in their homes.

Mosby said that residential real estate is growing, par-
ticularly in the one- to four-family space which has “turned
a corner.”

“HELOC is still kind of working through the overhang
from the financial crisis and the overemphasis that was so
significant back before the downturn,” he added.
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