DESPITE THE HEADLINES
MANY BANKS STILL LOANING

Big Banks with Huge Mortgage-Based Portfolios

anks are still making business
loans. Even for healthy compa-
nies, credit requires more leg-
work and closer scrutiny of cash
flow, monthly statements and operations.
In many cases, it also requires looking to
independent banks to get the job done.

In mid-August, the Federal Reserve
released a survey that predicted that
bank lending will remain tight through
2010. The Fed survey was sent to 55
large national banks and 23 foreign banks
that focused heavily on U.S. home loans.
These big banks, with huge mortgage-
based portfolios, were most vulnerable
and have significantly reduced consumer
and commercial loan writing while the
market stabilizes. The survey’s release
corresponded with the collapse of Ala-
bama-based Colonial Bank and gloomy
headlines splashed across financial pages
and websites.

As a commercial banker at an indepen-
dent bank, I see things a bit differently
than the Wall Street guys. Contrary to the
headlines, many independent banks are of-
fering credit to sound small businesses:
*[_ocal banks continue to find smart op-
portunities
*They are paying higher rates to encourage
deposits
*Savvy small businesses are renegotiating
older arrangements.

TAKING ADVANTAGE OF THE
TIMES

In March, Treasury Secretary Geith-
ner announced that $15 billion from the
Troubled Asset Relief Program (TARP)
will be used to purchase loans backed by
the Small Business Administration and
that the government backing of these loans
would increase to 90 percent, from 75
percent. But with these assurances, many
small businesses continue to face difficul-
ties in finding loans. In many cases, small
business lending departments were closed
when banks were looking to cut expenses
or could not sell off the SBA-guaranteed
portions of each loan into the second-
ary market. It will take months for the
capacity to return to normal and loans will
remain tight until then.

May Not Be the Best Choice

Banks that built their portfolio on small
business loans are seeing an uptick in
requests. While some are from weakened
companies, many inquiries breeze through
“sniff tests” and merit a closer look. With
the institutional knowledge of handling
non-traditional or difficult loans intact,
small-business specialty banks continue to
find smart opportunities and are extending
credit.

HIGHER DEPOSIT RATES

Since December the federal funds rate
has hovered around .25 percent. This
is the baseline for which banks borrow
money from the Federal Reserve. And,
although the big banks accepted billions in
TARP funds, much of these dollars were
set aside to cover losses and did not go out
as market-stimulating loans.
Banks that did not participate in the TARP
program chose to raise capital through
deposits. As a result, one to two point
spreads on CD and money market rates

are seen across the market. Additionally,
some small banks are offering rate guaran-
tees, one-time rate bumps on longer term
investments and higher earning credit rates
to reduce monthly bank service fees.

BETTER BANKERS & TERMS

Dealing with any bank has changed in
the last year and careful reviews should
be expected. As new clients are being
introduced to small banks, they are finding
that not all banks handle small businesses
the same. As a result, independent banks
are flushing-out successful businesses that
merit credit, are providing new solutions
and continue to grow when the headlines
predict a gloomy freeze.
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