
 
 
 
From: 

 
 
 
Caroline Jones, Commissioner 

To: State Savings Bank Presidents and Chief Executive Officers 
 
 
UPDATE ON REGULATORY HOT TOPICS 
March 16, 2016 
 
As part of the Department’s continued effort to work with state chartered savings banks to
mitigate risks before they become material issues, we are providing this update on several
regulatory hot topics.  
 
Commercial Real Estate (CRE) Concentration: 
CRE continues to be scrutinized by both state and federal regulators. Based on default rates seen
in other states, particularly California during the most recent financial crisis, there is scrutiny not
only of non-owner occupied commercial real estate, but owner occupied as well, even though
CRE guidelines do not include owner occupied properties.  Of particular concern are increasing
construction concentrations in specific geographies; more specifically a concern that speculative
projects funded by SSBs or their competitors could lead to issues with borrowers’ capacities to
service and repay outstanding debt. 
 
In addition to reviews conducted during each full scope examination, the Department conducts
quarterly off-site reviews of each state savings bank’s financial condition, including CRE levels.
Part of the off-site analysis involves drilling down into the makeup of any concentration to
determine whether there is an emerging issue that needs to be addressed with the savings bank.
Through this process, the Department provides a regulatory perspective and guidance for stress
testing and robust monitoring. 
 
Interest Rate Risk (IRR): 
IRR continues to be a regulatory hot topic. The Department established a separate off-site
monitoring program specifically related to IRR over 5 years ago.  Overall, the Department has
found state savings banks to be well managed in terms of IRR; however, long-term trends indicate
a general lengthening of SSB balance sheets over time as net interest margins decreased.  We
continue to monitor IRR closely, particularly due to the incremental rise in interest rate by the
Federal Reserve in December and the potential for additional rises during 2016. 
 
Impact of the oil price decline: 
The Department took steps early on to determine what risks, if any, exist in state savings banks’
portfolios as they relate to the oil business, both directly and indirectly.  Examinations include a
review of potential losses due to the decline. The Department recently followed up with all savings
banks to establish the extent of direct and indirect exposure. State savings banks have indicated at
this time the overall risk to the industry is low, with only a few having significant exposure that
warrants enhanced attention. This is a topic we will continue to monitor. 
 



Funding Concentrations 
With liquidity diminishing and loan-to-deposit ratios rising in response to both decreased oil
production and an otherwise growing economy, the Department has seen an increase in funding
concentrations; however, we are in communication with the savings banks to whom that applies.
Generally the concentration relates to borrowing from the FHLB to fund residential mortgage
loans in the local communities, often to serve a dual purpose of providing a reasonably priced
funding source and a hedge against rising interest rates. 
 
Additional Hot Topics: 
Some topics that the Department, as well as other regulators, is monitoring are listed below. The
Department will stay abreast of these topics and others as they arise, and will provide a Regulatory
Hot Topics presentation at the next Thrift Industry Day. (A “Save the Date” announcement will
be sent out around May).  
 

• Third Party Risk from processors and other service providers 
• Cybersecurity issues 
• Current Expected Credit Loss Model (CECL) 
• Fintech 
• Municipal Debts 
• Peer to Peer Marketplace Lending. 

 
 
As always, we encourage and welcome feedback and suggestions. 
 
 
Caroline C. Jones, Commissioner 
 
 
 

 


