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to accelerate.
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offices, which experienced further price declines.
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some banking metrics.
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contributed to yield pressures. Provision expense
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Twelfth District Overview

“Recent Virus Transmission May Weigh on the Recovery”

The labor market continued to recover through July, but the spread of the Delta
variant posed renewed risks. The pace of hiring in the District reaccelerated to 9.2% Nonfarm Payrolls
in July (month-on-month, annualized), from 6.5% three months earlier, led by gains in
the leisure/hospitality sector and a jump in local-government hiring. Payrolls in & Unemployment
Hawaii and Nevada benefited from the continuing recovery of leisure/hospitality jobs
but remained among the furthest below pre-pandemic baselines across District
states (see table, right). The Districtwide unemployment rate improved to 6.7% in

Payrolls| Unemploy.

July, although this was above the national rate of 5.4%. However, COVID-19 infection Jul-21 vs. Rate

rates increased rapidly across the District and nation starting in early July as the Feb-20 |12 Mo. Jul-21
Delta variant spread, which led to disappointing national job growth in August—

annualized monthly pace of 1.9% versus 9.0% in July—and a sharp drop in consumer NV _7.4(L 0 h 7.7%
confidence. National mobility data from Google suggested little decline in mobility

since mid-July and only Hawaii reimposed tighter social distancing measures, but CA -6.4% - 7.6%
mobility may shift if serious illness becomes more widespread. ' '
Tight supply and construction costs contributed to further home price Hi -12.0% h 7.3%
appreciation. The volume of home sales in the West declined to pre-pandemic

levels, from a late-2020 peak, but this largely reflected limited supply. Districtwide, AZ _0.7% 6.6%
inventory remained low at roughly one month of sales through July. Single-family ' N '
price appreciation accelerated to 22.0% year-over-year in June, led by a nation- 0 ok
leading pace of 34.2% in Idaho. Supply chain bottlenecks in the homebuilding sector AK -1.6% I 6.6%
also contributed to price increases, and homebuilder sentiment declined in recent

months, largely due to higher materials costs according to the National Association OR -5.0% [ — 5.2%
of Home Builders. Home price increases led to a deterioration in affordability in most

District states, despite increases in median household income. WA _3.2% [ 5.1%
The office sector remained a laggard amid a CRE recovery. Nationally, CRE

transactions jumped significantly in the second quarter, matching or exceeding pre- ID 2.2 3.0%
pandemic paces in all sectors except office. Office-sector troubles appeared S
increasingly concentrated in central business districts (downtowns), as suburban uT 27 0‘ 2 6%
offices joined other CRE sectors in a price rebound. In the West region, the spread of ——

cap rates to Treasury rates edged down across sectors but remained high relative to

pre-pandemic levels, suggesting investors still sought compensation for higher US '3'7% _ 2.4%

perceived risk. District vacancy rates declined across all sectors except office, which
saw rising vacancies. Apartment rents pegan tp rise again in the second quarte_r, Seasonally adjusted. Source: Bureau of
while office rents declined further, and industrial and retail rents saw a minor dip. Labor Statistics via Haver Analytics.


https://www.kff.org/report-section/state-covid-19-data-and-policy-actions-policy-actions/#socialdistancing

Twelfth District Overview, Continued

Annual loan growth appeared to retreat sharply. On its face, average year-over-year net loan growth decelerated sharply (see
chart below). PPP forgiveness led to a quarter-over-quarter contraction in overall loans and leases at most banks, but the year-
over-year trend was magnified by comparisons with mid-2020, when PPP first surged. Excluding PPP, District banks’ average
year-over-year and quarter-over-quarter loan growth rates accelerated, reaching averages of 7.1% and 2.8%, respectively, as
banks returned to a more traditional, seasonal lending pattern.

Bank ROAAs eased slightly, with some variation by bank size. District banks’ average 2Q21 annualized ROAA ratio was 1.18%,
down 2 bps from 1Q21, but up 26 bps from the 2Q20 average. Net interest margins remained under pressure as loan-to-asset
ratios eased and average short-term interest rates moderated. Lower overhead expense-to-average asset ratios provided some
offset to margin compression, in part reflecting asset (denominator) growth outpacing noninterest expense (numerator)
increases. For many publicly-traded banks that took larger, earlier provisions under the Current Expected Credit Loss (CECL)
accounting method, further loan loss reserve releases pushed quarterly ROAAs higher.

e . : Loan delinquency and net chargeoff ratios remained low. Quarter-over-
Average* District Credit Ratios quarter, the District’'s average 30+ day delinquency ratio ticked down 7 bps
Past-Due Loan Ratio (Left) to 0.51% (see c_hart, Ieft)._ (_)verall, just 1.2% of Distr?ct non-PPP loans and
vID N h £ Ratio (Lef leases were either modified, restructured, or delinquent on average,
T et Chargeoff Ratio (Left) roughly one-tenth of the level reported in mid-2020. Similarly, annualized

— 1-Yr. Net Loan Growth (Right) net charge-off ratios remained negligible at most banks, averaging just 1 bp

8% - 53 5704T 27% year-to-date. Stimulus measures continued to temper repayment issues.
On-balance sheet liquidity mounted further. Deposit levels, which

6% - - 18% expanded 2.6% on average during the quarter, outpaced net loan growth.
This led on-balance sheet liquidity higher, with liquid instruments and
securities reaching nearly 33% of District bank balance sheets, the highest

4% - - 9% second-quarter level in more than 20 years of data reviewed. Meanwhile,
loans and leases—which earn higher yields on average than liquid

0.92% | jnstruments or securities—edged down to 63% of District bank assets,
2% - - 0% versus roughly 70% before the onset of the pandemic. This continuing shift
X 1% has contributed to net interest margin compression.
0% ===’ te- ———————s -00 Capital ratios came under pressure. Average risk-based capital (RBC)

ratios eased slightly among smaller banks as PPP loans—which carry a 0%
risk weight—shrank as a share of assets. In contrast, mid-sized banks, which
held proportionately lower levels of PPP, reported higher average RBC

ratios because of growing liquidity buffers. Tier 1 leverage ratios continued
*trimmed means; past-due = 30+ days past due or non- to decline across most firms because deposit-fueled asset growth outpaced
accrual; net chargeoff ratio = year-to-date annualized net equity formation. The average quarterly dividend payout ratio was mostly
chargeoffs to average loans. steady among non-Subchapter S banks. 4
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Spotlight: Fraud Trends

* Fraud poses risk in several dimensions. Be it internal or external, online or in-person, sophisticated or simple, the end result
is the same: potential financial losses for depository institutions, not to mention costs associated with trying to avert them. In
addition, reputational and legal risks can ensue if a bank’s poor internal controls contributed to the fraud event. While the
finance industry’s ongoing digital transformation can assist with fraud detection, it also offers new avenues for thieves. The
pandemic accelerated both the trend toward online transactions and fraudsters’ adoption of more direct scams, such as
those that targeted peer-to-peer payments and digital wallets. Javelin Research estimates that these newer scams resulted
in losses of $30 billion in 2020.

* Fraud manifests when there is opportunity, pressure, and rationalization. These three factors combine to form the “fraud
triangle.” For example, employees may be given the opportunity to commit fraud via aggressive sales incentives and
inadequate risk controls. They may be pressured into achieving sales quotas under threat of termination or loss of pay. And
they may rationalize the fraudulent behavior because of an institutional culture condoning it. Fraud triangle factors have
intensified amid COVID-induced socio-economic pressures, the amount of rapidly-deployed stimulus programs, increased
adoption of mobile and online banking, and a shift to a remote work posture.

» Bank reporting of suspicious activity has increased. Nationwide, depository institutions filed an increasing volume of cyber
and fraud-related Suspicious Activity Reports (SARS) in the twelve months ending May 2021. FiInCEN data suggests the
increase was driven heavily by automated clearing house (ACH), business loan, and “other” fraud types (see chart, bottom). As
noted in FINCEN Notice FIN-2021-NTCI, the “other” fraud category encompasses several COVID-19-related programs, including
the SBA’s PPP and Economic Injury Disaster Loans (EIDL) programs, economic impact payments (EIPs), and unemployment
insurance programs. Of note, filers can identify multiple types of suspicious activities on a single SAR. So, a fraudulent PPP
application could trigger the identification of both business loan and “other” fraud—and possibly more—simultaneously. The
growth in ACH-related fraud reflected, in part, the shift to online, socially-distanced transactions during the pandemic.

Top 10 Cyber, Fraud, Mortgage Fraud, and ID Theft Categories, Thousands of SARs
300 | “/° = Jun2019to = Jun 2020 to

— — 216 - May 2020 May 2021

150
75
0

43 52

S0 35— 5434 32

11 14

Check "Other” ACH Credit/ Identity Wire Consumer Mass- Business  Cyber-vs.
Fraud Debit Card Theft Loan Marketing Loan Customer

Limited to suspicious activities classified as “cyber”, “fraud”, “mortgage fraud”, or “identity [ID] theft”. Source: SF Fed calculations based upon
FinCEN SAR Stats Tool. 6


https://www.javelinstrategy.com/press-release/total-identity-fraud-losses-soar-56-billion-2020
https://www.fincen.gov/reports/sar-stats
https://www.fincen.gov/sites/default/files/shared/Consolidated COVID-19 Notice 508 Final.pdf

Spotlight: Fraud Trends

« Consumer fraud and identity theft complaints likewise surged. According to

the Federal Trade Commiission (FTC) Consumer Sentinel Network, a central Consumer Complaints
repository of several sources, consumer complaints increased significantly during per 100K Residents, 2020
the pandemic, abating somewhat in 2Q21 (see chart, bottom). During 2020, the

FTC estimated that fraud schemes cost consumers more than $3.3 billion, up from <

$1.8 billion in 2019. Imposter scams, online shopping, and internet services were NV
the top three types fraud complaints noted during the year. In addition, there were =1

nearly 1.4 million reports of ID theft, roughly double the volume reported in 2019.

Growth in ID theft reports was primarily driven by government documents or WA
benefits fraud—a function of significant and rapidly deployed stimulus funding— o

as well as credit card and loan fraud.

o)
* FTC complaint activity was higher in some states than others. During 2020, AZ
Nevada and Washington had among the highest FTC complaint rates per capita in

the District, especially in terms of identity theft (see chart, right). Nevada had the

highest per capita rate of fraud/other reports and the fourth highest per capita CA
rate of ID theft complaints among all 50 states. In Washington, government
benefits/documents fraud drove 70% of its elevated ID theft complaint rate in

N~
o
(oo
N~
2020, the highest share of any state in the West. This was likely influenced by uT
elevated unemployment insurance-related fraud activity in the state. = Identity
Consumer ID Theft and Fraud, Thousands of Reports OR Theft
1,400 - = Fraud/
1,200 - . i B Other
m |dentity Theft Reports = Fraud Reports ~
1,000 -
800 - ~
.
600 - I
400 - o
2oo-IIIIIIIII I.IIIII P
c e e BEN
2552999999998888&'&' 0O 500 1000 1500 2,000
9 9 9) g 9. 9 g g g g g g 9 g g 8’ 9 g Source: Federal Trade Commission, Consumer

Sentinel Network Annual Data Book.
Source: Federal Trade Commission, Consumer Sentinel Network (as of 7/28/2021) 7


https://www.ftc.gov/enforcement/data-visualizations/explore-data

Spotlight: Fraud Trends

Mortgage fraud risk also moved higher. In 2Q21, CoreLogic’s Application Fraud Risk Index
increased 10% quarter-over-quarter, partly because a shift in the mix of loan purpose.
Purchase loans—especially those used for investment properties—carry higher fraud risk
than refinancing applications. Index readings for Nevada, Hawaii, and California ranked
among the top five states nationally, and Las Vegas, San Jose, Los Angeles, and San
Francisco ranked high among major U.S. markets. Thieves have also been targeting escrow
officers. ALTA’s 2021 Wire Fraud and Cyber Crime Survey found that criminals tried to get
title employees to wire funds to a fraudulent account in one third of real estate deals.

Pandemic relief monies lured fraudsters and ID thieves. According to a March 2021 report
by the Pandemic Response Accountability Committee (PRAC), three COVID-related
programs—PPP, EIDL, and Pandemic Unemployment Assistance (PUA)—accounted for
much of the 431 criminal complaints, 308 arrests, and 98 convictions associated with COVID-
relief programs in the preceding six months. Since banks and thrifts are involved in the
processing of payments for these programs, they are exposed to reputational, legal, and
financial risks. Often, criminals exploited SBA programs by filing multiple fraudulent
applications that featured fictitious businesses, overstated payroll, and/or relied on some
form of ID theft. In an August 2021 paper, University of Texas researchers estimated that up
to 15% of PPP loans—originated disproportionately but not exclusively by fintech firms—had
potential hallmarks of fraud based upon several criteria. Meanwhile, unemployment
insurance, particularly the PUA program designed for self-employed and independent
contractors, was a target rich environment for thieves because of its self-certifying nature
and outmoded state processing systems. As a result of the Fraud Task Force established in
early 2021, PRAC recently published Lessons Learned to assist inspectors general with their
investigations of fraud.

Multiple agencies have released fraud-related guidance in the era of COVID. Both the
Departments of Justice (DOJ) and Treasury communicated that fighting swindlers is a top
priority. The DOJ created a COVID-19 Fraud Enforcement Task Force in May 2021 to enhance
work against pandemic-related fraud, and FiInCEN—pursuant to the Anti-Money Laundering
Act of 2020 (AML Act)—issued a list of eight government-wide priorities for money
laundering and terrorist financing risks, which included fraud. FInCEN has also released
myriad advisories via its coronavirus updates hub, including guidance on EIPs, imposter
scams, unemployment fraud schemes, and cyber-related crimes. The SEC maintains a
website to provide investors with broad educational materials and tips on how to avoid
being defrauded, as well as current news alerts and bulletins. Likewise, the IRS has issued
their annual “Dirty Dozen” list to highlight common tax-related fraud schemes and provided
red flags for institutions to monitor for unemployment insurance fraud (see box, right).

Financial Red Flag

Indicators of
Unemployment Fraud

Unemployment payments
from a state other than the
state in which the customer
reportedly resides or has
previously worked.

Multiple state
unemployment payments
made within the same
disbursement timeframe.

Payments made in a person’s
name other than the
account holder or in the
names of multiple recipients.

Numerous transactions
made presumably as
unemployment payments
from one or more states to
people other than the
account holder(s).

The amount of
unemployment payments
within a timeframe is higher
than what similar customers
received.

Source: Internal Revenue Service
2021 Dirty Dozen list. 8



https://www.corelogic.com/intelligence/q2-2021-quarterly-mortgage-fraud-brief/
https://blog.alta.org/2021/04/survey-title-professionals-targeted-for-wire-fraud-in-a-third-of-all-transactions.html
https://www.pandemicoversight.gov/media/file/prac-semiannual-report-102020-032021pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3906395
https://www.pandemicoversight.gov/media/file/pandemic-response-accountability-committee-lessons-learned0pdf
https://www.justice.gov/opa/pr/attorney-general-announces-task-force-combat-covid-19-fraud
https://www.fincen.gov/sites/default/files/shared/AML_CFT Priorities (June 30%2C 2021).pdf
https://www.fincen.gov/coronavirus
https://www.investor.gov/protect-your-investments/fraud/how-avoid-fraud
https://www.investor.gov/protect-your-investments/fraud/how-avoid-fraud
https://www.investor.gov/introduction-investing/general-resources/news-alerts/alerts-bulletins
https://www.irs.gov/newsroom/dirty-dozen
https://www.irs.gov/newsroom/irs-dirty-dozen-list-warns-people-to-watch-out-for-tax-related-scams-involving-fake-charities-ghost-preparers-and-other-schemes

Hot Topics: Areas We Are Monitoring Most Closely

The following areas are a few areas drawing heightened monitoring within the Twelfth District:

* Cyberthreats. Ransomware and supply chain compromises remain the primary cyberthreats facing supervised institutions,
their customers and suppliers in 2Q21. A recent attack against Kaseya, an IT management software company for IT teams
and managed service providers (MSPs), deployed both ransomware and supply chain tactics. Attacks against VPN and
firewall devices have become increasingly common in the current remote work environment; vulnerabilities in Pulse Secure,
Zyxel, and Cisco VPN and Firewall devices have been recently exploited. Vulnerabilities in widely distributed software
continue to pose threats to financial institutions, including multiple exploits from Microsoft’'s print spooler service dubbed
‘PrintNightmare’. Supervised institutions are encouraged to remain vigilant in their security monitoring and vulnerability
management practices, as well as their oversight of third-party vendors and MSPs.

 Bank Secrecy Act (BSA)/Anti-Money Laundering (AML) compliance and fraud. BSA/AML monitoring remains heightened
because of the District’s role in the global economy and the array of activities being conducted by supervised institutions.
Passage of the 2021 National Defense Authorization Act included the Anti-Money Laundering Act of 2020 (AML Act), which
represents the most significant change to the US BSA/AML framework since the US PATRIOT Act of 2001. FinCEN marked its
first milestone in complying with the AML Act by issuing eight government-wide priorities for money laundering and
terrorist financing risks (in no rank order): corruption; cybercrime (including cybersecurity and virtual currency
considerations); foreign and domestic terrorist financing; fraud; transnational criminal organization activity; drug trafficking
organization activity; human trafficking/smuggling; and proliferation financing.

« Compliance challenges amid the COVID-19 response. Various CARES Act and other pandemic response programs that
provide relief to consumers and small businesses have ended, or will end within the coming months, despite the recent
Delta variant-related surge in COVID-19 cases. This may impact financial institutions’ compliance responsibilities. The
Consumer Financial Protection Bureau (CFPB) finalized amendments to federal mortgage servicing regulations to help
protect mortgage borrowers as they exit forbearances. Banks are also encouraged, as relayed through SR 20-18 / CA 20-13, to
provide consumers with options to make prudent changes to the terms of credit to support sustainable and affordable
payments in the long term. For additional information and resources, refer to the Federal Reserve’s COVID-19 Resource Page.

» Banking and financial technology (fintech) collaboration. A growing number of fintech firms are partnering with banks to
offer digital financial services. This business model, known as “Banking-as-a-Service” (BaaS), continues to transform
technology and evolve in complexity. Some BaaS players have started to offer marketplace-like platforms that connect to
multiple partners. Banks that collaborate with fintechs may need to assess legal, strategic, reputational, operational, and
other risks from these new service models. In mid-July, the Federal banking agencies jointly requested public comment on
proposed guidance designed to help banks manage risks associated with third-party relationships, including fintechs. And,
in late August, the agencies issued a guide to help community banks evaluate fintech relationships.



https://us-cert.cisa.gov/kaseya-ransomware-attack
https://www.cnn.com/2021/07/07/tech/microsoft-security-update/index.html
https://www.fincen.gov/sites/default/files/shared/AML_CFT Priorities (June 30%2C 2021).pdf
https://www.consumerfinance.gov/about-us/newsroom/cfpb-issues-rules-to-facilitate-smooth-transition-as-federal-foreclosure-protections-expire/
https://www.federalreserve.gov/supervisionreg/srletters/SR2018.htm
https://www.federalreserve.gov/covid-19.htm
https://www.mckinsey.com/industries/financial-services/our-insights/banking-matters/what-the-embedded-finance-and-banking-as-a-service-trends-mean-for-financial-services
https://www.federalreserve.gov/newsevents/pressreleases/bcreg20210713a.htm
https://www.federalreserve.gov/newsevents/pressreleases/bcreg20210713a.htm
https://www.federalreserve.gov/newsevents/pressreleases/bcreg20210827a.htm

Hot Topics: Areas We Are Monitoring Most Closely, Cont’d.

* CRE concentrations. Nonowner-occupied CRE loan concentrations entered the current
recession below pre-Great Recession peaks, mainly because of lower construction lending Average CRE Loans/
volumes. However, average concentration ratios held by banks based in most District states - -
remained above the U.S. average (see table, right). Lending exposures, combined with Tier 1 Capltal *
pressures on CRE—particularly among hotel, retail, and office properties—heighten Allowances* (%)
regulatory concern.

2008-
2021**

* C&l concentrations. Prolonged stress on business borrowers amplifies risks posed by C&l

loan exposures. According to the Census Bureau’s Small Business Pulse Survey (Jul. 12-18, Jun-21

2021), 25% of surveyed small businesses nationally reported a large negative impact from the 208%
pandemic, with an above-average proportion of firms in Hawaii (37%), Alaska (32%), California .\pf- E63,2%
(30%), and Nevada (28%), noting a similar degree of damage. Businesses in the 926%
accommodation and food services, arts/entertainment/recreation, educational services, and WA ‘\_,..4— E18'6%
“other services” (e.g., salons, spas, and other personal services) sectors were most likely to 333%
report large negative effects. Continued stimulus has limited delinquencies and charge-offs, OR \‘_,\ E04'6%
but District banks could experience increased loan problems once support measures fade. 355%
As of 2Q21, non-PPP C&l balances averaged 64% of tier 1 capital plus loan and lease loss A7 \ I92 9%
allowances in the District, slightly more than the national average of 60%. 301% ]
* Surge deposits. The stability of recent deposit inflows is uncertain. A portion of deposit NV \A[GQB%
growth has been created via PPP-related lending. Also contributing are other stimulus-
related funds deposited at banks (e.g., economic impact payments, unemployment HI 169%[67.000
insurance benefits, etc.) and caution on the part of customers. Banks have invested some 236'0';0 —
newfound funding in low-yielding, liquid instruments, pressuring yields. ID P E40'7%
% of Land in Drought — U.S. West * Drought-related |_risks. Accordi_n'g to the
750/ _ " U.S. Drought Monitor, dry conditions have AK 162% E34'E%
9 7T m Exceptional m Extreme intensified in the West (see chart, left). As a gt
500 . ™ Severe Moderate | result, fires scorched more than 4.9 million UT N 115.1%
acres nationally YTD through August 26,
25% versus 3.8 million acres in the year-ago . 148% ]
period, and the District was home to 85% of Nation P 124.7%
0% U.S. active fire acreage as of that date. Fires
N © © NN ®OOO DO O : . ; i
ST A U SR S pose ongoing financial and operational ¢=trough @ =peak
2289293229820 073 risks for banks, and their employees, and
ILgurgugueLgl 2 L customers. Further, water quality and Trimmed means; excludes owner-

occupied CRE; *includes loan- and
lease-related allowances; **Jun. 30
each year. 10

West = Twelfth District, Montana, and New Mexico. Source: availability challenges have increased for
Univ. of Nebraska-Lincoln, U.S. Dept. of Ag., Nat. Oceanic farmers/ ranchers, homeowners,
and Atmospheric Admin., 8/24/2021. businesses, and developers.


https://droughtmonitor.unl.edu/DmData/DataDownload/ComprehensiveStatistics.aspx

Section 2

Economic Conditions

Job Growth
COVID-19 Pandemic
Housing Market
Commercial Real Estate

For more information on the national economy, see:

FedViews
(https://www.frbsf.org/economic-research/publications/fedviews/)

FRBSF Economic Letters
(https://www.frbsf.org/economic-research/publications/economic-letter/)

FOMC Calendar, Statements, & Minutes
(https://www.federalreserve.gov/imonetarypolicy/fomccalendars.htm)



https://www.frbsf.org/economic-research/publications/fedviews/
https://www.frbsf.org/economic-research/publications/economic-letter/
https://www.federalreserve.gov/monetarypolicy/fomccalendars.htm

District payrolls continued to recover through July, The Districtwide unemployment rate declined, but remained
but national job growth disappointed in August. above the national rate and its pre-pandemic level.
Nonfarm Jobs . Twelfth District Jobs by Sector Unemployment Rate
(Indexed, Feb-20 =100)
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Job Sector .
Annualized) Nati
——Nation
o0 o5 15.9%
1 . T 7
Leisure & Hospitality —-sts,dasss | 4310% — District 14.8%
065  Government L .af2057%
o5 7Alg-21) Other Svcs. A seen| 13.48% 12% 1
| 95.1 Information al .1 ls| [9.02%
(Jul-21)  wholesale Trade L. talua| | 7.88%
90 | Prof. & Business Svcs. ,ulil iss.s | 5.27% 8% | 6.7%
Financial Activities ~ ssal_ts.2|  410% Jul-21)
) Edu. & Health Sves. ik dlualy | 3.55% 5.2%
—— Nation - Aug-21
85 - 85.5 Construction wllee | 291% 4% | (Aug-21)
853 — District Mining & Logging seedie | 0.00%
Retail Trade i 1. .| -016%
80 . Transport. & Utilities taaloss | 168% 0%
© 0 0o 0 0 o ¥ & § «§ Manufacturing el | 220% g &5 8 8 ¢ # ¢ @ § © ¢g &L @ 9 9 ¥
§ & 8 8 & a ¥ 9 . ) T T ' T 5 2 o © 6 © © ©®» O O ' o
2 5 ¢ o 8 9 8§ 85 § ¥ Total Nonfarm s _lanil | 9.25% 2 2 2 2 5 2 3 3 3 3 3 3 3 3 9 3
£ € 3 2 0 & o < 5 2 2 2 2 I <« < £ £ £ €« £ <« <« <« z <«
Seasonally adjusted; construction in Hawaii includes mining and logging; information sector excludes Hawaii and Nevada; . . .
Other Services includes salons, spas, and repair, and laundry services. Source: Bureau of Labor Statistics. Seasonally adjusted. Source: Bureau of Labor Statistics.
COVID-19 infection rates rose rapidly starting in July but Consumer confidence fell sharply in August on Delta variant
receded recently; ICU utilization was high in several states. concerns, while California PMI increased through early Q3.
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Disease Control and Prevention [CDC] (accessed 9/8/2021), Census Bureau. Bureau. Management, Chapman University via Haver Analytics.




New and existing home sale volumes both moderated from

recent highs amid an uptick in mortgage rates.

The breakneck pace of home-price appreciation
continued to accelerate through June.

Single-Family Home Sales - West 30-Year Fixed Mortgage
(Seasonally Adjusted Annual Rate, Monthly, Thousands) Rate — Nation (Monthly)
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New-home sales through March 2021; West = Twelfth District plus CO, MT, NM, and WY. Sources: NATIONAL ASSOCIATION
OF REALTORS®, Census Bureau, and Freddie Mac (mortgage rate) via Haver Analytics. “Existing Home Sales” copyright ©
2020 NATIONAL ASSOCIATION OF REALTORS®; all rights reserved; reprinted with permission.

Home Price Index
(Year-Over-Year % Change)
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Home price index includes all detached and attached single-family homes, including distressed sales; “CAGR” = compound
annual growth rate; “Dist.” = Twelfth District, an average of individual state indices weighted by repeat sales. Source:
CorelLogic, SF Fed calculations.

For-sale housing inventories remained tight across the

District, but have stabilized in recent months.

Months’ Supply in the Housing Market
(Monthly homes sold divided by end-of-month active listings)
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Not seasonally adjusted. Source: Redfin via Haver Analytics.

Pandemic-era home price increases reduced housing
affordability, despite gains in median household incomes.

Un-weighted Average Metro Housing Opportunity Index, June of Each Year
(% of Home Sales Deemed Affordable to Median Family Income; Lower Ratio = Less Affordable)
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Assumes median income (minus an assumed 7% haircut in 2020), 10% down payment, ratio of income-to-housing costs
(principal, interest, taxes, and hazard insurance) of 28%, and a fixed-rate, 30-year mortgage; So. CA = Los Angeles, Orange,
Riverside-San Bernardino, San Diego, and Ventura metros; SF Bay Area = San Francisco, Oakland, San Jose, Napa, Vallejo,
and Santa Cruz metros. Sources: National Association of Homebuilders/Wells Fargo via Haver Analytics, SF Fed calculations.




Homebuilder optimism declined amid concerns about 1-4 family permits eased slightly but remined on an upward

materials costs but remained near pre-pandemic levels. trend, while 5+ family permits remained range-bound.

Homebuilder Diffusion Index - T [T— Housing Permits — Twelfth District New Authorized
(Monthly, Index Above 50 Considered Positive) . . ) (Seasonally Adjusted Annual Rate, 3-Month Moving Avg., Thousands) Housing Units
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Data are seasonally adjusted; index is a weighted average of current sales (59.2%), sales in next six months (13.6%), and traffic 4=trough 4 = peak
of prospective buyers (27.2%), West = Twelfth District plus CO, MT, NM, and WY. Source: National Association of Home
Builders (NAHB)/Wells Fargo Builders Economic Council Survey via Haver Analytics. * All data seasonally adjusted; trend lines as of June of each year. Source: Census Bureau via Haver Analytics.

A second quarter surge in CRE transactions put most sectors

As of July, downtown offices were the only CRE sector that
on pace to match pre-pandemic trends, except for office.

was still experiencing downward price pressure.

National CRE Transactions Commercial & Residential Property Price Indices - Nation (Jul-2018 = 100)
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CBD = central business district (downtown); based upon repeat-sales transactions; 5- and 10-year rates reflect compound

annual growth; single-family price data through June 2021. Sources: Real Capital Analytics, Inc. (CRE price indices) and
Includes transactions of properties valued $2.5 million and above. Source: Real Capital Analytics. CoreLogic (single-family home price index).




CRE cap rate spreads to Treasuries edged down across
sectors, but remained high relative to pre-pandemic levels.

Among District markets, CRE vacancy rates declined

Western U.S. CRE Capitalization Rates & Spreads
(Trailing 12-Month Averages)
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* Represents the spread of the overall cap rate for each property sector to the 10-year constant maturity Treasury rate.
Includes transactions in the West (AK, CA, HI, ID, MT, NV, OR, UT, WA, and WY, but not AZ); property sales > $2.5 million with
available data; CBD = central business district; “Shops” = single-tenant, drug stores, and urban/storefront retail. Sources: Real
Capital Analytics, Inc., Federal Reserve Board via Haver Analytics.

across most sectors, with offices a notable exception.

CRE Vacancy Rates - Twelfth District Markets
(Historical from 2Q06 through 2Q21, forecast from 3Q21 to 1Q24)

20% -+
17.9%
2Q21
15% -+
0, i
10% 10.6% 8.7%
0,
6.1% 7.6%
5% 4.6%
4.7%
3.69
0%
MNOODOULUNOCTTO MNODOMULNO O M ~NO SO MmMUuN~NO O M ~MNO MmN~ M
B8TIITITY SBTTLIITY BBLTIETIY BOTIITINS
cc cc cc cc
553555555 553555555 553555555/ 553555555
s m D DD DA a5 I ) a5 m D DDA ) m D DDA
Office Industrial Retail Apartment

Includes the 16 to 18 largest markets in the District, depending on the sector, weighted by stock; baseline forecasts as of
2Q21; shaded area = forecast. Sources: CBRE-EA, SF Fed calculations.

District CRE rents dipped across sectors, and CBRE-EA

expects office rents to worsen in the coming quarters.

CRE Real Rent Indices - Twelfth District Markets
(2Q21 =100; historical from 2QO06 through 2Q21, forecast from 3Q21 to 1Q24)
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Rent indices cover asking rents for office and industrial sectors and effective rents (asking rents minus concessions offered)
for retail and apartment sectors; includes the 16 to 18 largest markets in the District, depending on the sector, weighted by
stock; baseline forecasts as of 2Q21; shaded area = forecast. Source: CBRE-EA, SF Fed calculations.

CRE investor sentiment improved dramatically in recent

guarters and most expect stable-to-improving conditions.

CRE Investor Sentiment Regarding 1-Year History/Forecast*
(% of Respondents)
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Survey data was collected in the first month of each quarter; *denotes expectations as of 3Q21 for the year ahead.
Source: Real Estate Roundtable Sentiment Index reports.




Section 3

Commercial Bank Performance

Loan Growth
Earnings
Allowances and Credit Quality
Liquidity and Interest Rate Risk
Capital

For ongoing supervisory perspectives and guidance on COVID-19, please visit
https:.//www.federalreserve.gov/covid-19.htm

Note: Bank size groups are defined by total assets as “Very Small” (< $1B), “Small” ($1B - $10B), “Mid-Sized” ($10B - $50B),
and “Large” (> $50B), which, for analytical reasons, differ slightly from supervisory asset thresholds. The “Large” bank
group covers banks based nationwide—given their broader geographic footprint and to afford a larger statistical
sample—while the other three groups include banks headquartered in the Twelfth District.


https://www.federalreserve.gov/covid-19.htm

PPP forgiveness and 2Q20 base effects tamped annual

growth; PPP sunset, seasonal factors helped quarterly trend.

PPP loan concentrations remained highest in the West but
receded as 2021 funding expired and forgiveness picked up.

Average Year-over-Year
Net Loan & Lease Growth
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Average = trimmed mean; growth rates are not merger-adjusted; includes loans and leases held for sale and for investment,
net of allowances for loan and lease losses or allowances for credit losses; includes Twelfth District banks only.

Average PPP Loan Concentration to Tier 1 Capital + ALLL or ACL by District
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Average = trimmed mean; ALLL = allowance for loans and leases (per incurred loss method); ACL = allowance for credit
losses related to loans and leases (per CECL).

2020 PPP advances were largely forgiven by July 30;
2021 loans were in the early stages of forgiveness.

PPP Forgiveness Status — All Lender Types (July 30, 2021)
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Source: Small Business Administration, Forgiveness Platform Lender Submission Metrics Report, 7/30/2021.

PPP shifts and prior-year base effects caused annual

C&l growth to diverge from several other major categories.

Average Year-over-Year Loan Growth, Selected Loan Categories — Twelfth District
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Average = trimmed mean; growth rates are not merger-adjusted; C& = commercial and industrial; nonfarm-nonresidential
commercial real estate includes owner- and nonowner-occupied collateral; C&LD = construction and land development;
assumes all PPP is reported as C&l.




District banks’ average quarterly ROAA edged lower in part

because of net interest margin pressures.

Asset yields eased further amid lower rates and shifting

Average Net Income / Average Assets (ROAA)*
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Average = trimmed mean,; all figures annualized; ROAA = return on average assets; *theoretical tax expense deducted from
Subchapter S filers.

asset mix, weighing on most banks’ net interest margins.

Avg. Quarterly as % of Avg. Earning Assets (TE)
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Average = trimmed mean (Twelfth District banks only); one-quarter annualized data; TE = tax equivalent. Source (quarterly
average of 3-month U.S. Treasury rate at constant maturity): Federal Reserve via Haver Analytics.

Reserve releases offset narrower net interest margins
in some cases—mainly at larger CECL-adopting firms

Most Twelfth District banks had zero or negative provision

Average One-Quarter Annualized % of Average Assets
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Average = trimmed mean; *many larger publicly-traded firms adopted CECL (current expected credit loss) allowance
methodologies beginning in 1Q20; among CECL adopters, provision expense includes provisions for credit losses on all
financial assets that fall within the standard.

expenses YTD; mid-sized were most likely to release reserves.

Share Reporting Zero or Negative YTD Provisions - Twelfth District Banks
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Among CECL adopters, provision expense includes provisions for credit losses on all financial assets that fall within the
standard.




Loss allowance coverage of non-PPP loans eased given

constrained reserve builds and loan growth.

Overall, average noncurrent loan ratios remained low,

Average ALLL or ACL for Loans & Leases / Non-PPP Loans and Leases not HFS* (%)
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Average = trimmed mean; ALLL = allowance for loans and leases; ACL = allowance for credit losses related to loans and
leases; HFS = held for sale; *given data limitations, assumes all PPP loans are held for investment, not for sale.

mitigated by stimulus support and economic reopening.

Average Noncurrent Loan Rates - Twelfth District Banks (Log Scale)
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Average = trimmed mean; C&l = commercial & industrial; C&LD = construction & land development; nonfarm-nonresidential
commercial real estate (CRE) = owner- and nonowner-occupied; noncurrent = 90+ days past due or in nonaccrual status.

Net chargeoffs were negligible through mid-2021,

unlike the immediate shadow cast after the 2008 recession.

Average Net Chargeoffs / Average Loans & Leases
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Average = trimmed mean; all figures annualized.

CRE lending continued to dominate; C&l concentrations

eased in 2Q21 as PPP forgiveness outpaced new lending.

Average Loan Concentration / Tier 1 Capital + ALLL or ACL

250% 1 22195 | Including Owner- Excluding
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Average = trimmed mean; ALLL = allowance for loans and leases (per incurred loss method); ACL = allowance for credit
losses related to loans and leases (per CECL); Commercial Real Estate (CRE) Excluding Owner-Occupied = sum of
nonowner-occupied nonfarm-nonresidential (NFNR), construction and land development (C&LD), multifamily, and other
CRE-purpose loans; components will not sum to overall CRE concentration because of trimmed average properties and
other CRE-purpose loans not itemized here; assumes all Paycheck Protection Program (PPP) loans are reported as C&I.




A growing share of lenders loosened loan standards amid

stronger demand, citing the economy and competition.

Versus a long-term average, C&l standards were most likely

Net % of Lenders Reporting Tighter (Easier) Loan Standards during Quarter
(January, April, July, and October of each year)
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Based on a sample of 70+/- loan officers at domestic banks (number varies by period and loan type); C&LD = construction
and land development; GSE = government sponsored enterprise; QM = qualified mortgage. Source: Federal Reserve Senior
Loan Officer Opinion Survey, (https://www.federalreserve.gov/data/sloos.htm) via Haver Analytics.

to be easier on net; subprime consumer and HELOC tighter.

Current Loan Standards in Comparison to Midpoint Since 2005 (July 2021)
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C&l = commercial and industrial; IG = investment grade; CRE = commercial real estate; C&LD = construction and land
development; NFNR = nonfarm nonresidential; HELOC = home equity line of credit; SFR = single-family residential; GSE =
government sponsored enterprise; CC = credit card. Source: Federal Reserve Senior Loan Officer Opinion Survey, July 2021.

Although moderating, growth in deposits outpaced
both its pre-pandemic 2Q rate and net loans.

Balance sheet funding continued to skew towards jumbo

Average Quarter-over-Quarter Change - Twelfth District (Not Annualized)
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Average = trimmed mean; growth rates are not merger-adjusted.

NMDs and away from time deposits and “noncore” sources.

Average Liability Category / Assets — Twelfth District Banks
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Average = trimmed mean; jJumbo = greater than $250K; NMD = nonmaturity deposit; CD = certificate of deposit;
borrowings = federal funds purchased, repurchase agreements, and other borrowed money, including PPP liquidity
facility (PPPLF) advances; some noncore sources, such as foreign office deposits, were too small on average to itemize.



https://www.federalreserve.gov/data/sloos.htm

On-balance sheet liquidity at District banks accumulated
further as deposit inflows outpaced net new lending.

Long-term interest rates retreated slightly in 2Q21,

lifting end-of-period investment portfolio valuations.

Average Share of Total Assets
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Average = trimmed mean; liquid investments = cash, due from balances, interest bearing balances, and federal funds sold &
securities purchased under agreements to resell; securities includes available for sale and held to maturity investments at
fair value and amortized cost, respectively.

== Average Net Unrealized Gains (Losses) on AFS Securities / AFS Securities
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Average = trimmed mean (Twelfth District banks only); AFS = available-for-sale; changes in valuation reported net of
deferred tax effects; UST = end of period U.S. Treasury yield at a constant maturity (from Federal Reserve via Haver
Analytics); AFS securities excludes equities beginning with the March 2018 Call Report.

Growth in assets outpaced capital, hurting leverage ratios;

low risk weights on liquid assets helped RBC ratios at some.

Average District bank dividend payout ratios were roughly
comparable to the prior quarter and year-ago periods.

Average Regulatory Capital Ratios by Bank Size
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Average = trimmed mean; *based upon community bank leverage ratio (CBLR) or tier 1 leverage ratio; beginning 1Q20, risk-
based capital (RBC) averages became unavailable for banks under $10B that adopted CBLR, which limited the utility of RBC
time series comparisons; beginning in 2Q20, the average balance of PPP loans pledged against the Federal Reserve's
PPPLF were excludable from the denominator of the leverage ratio but unpledged balances were otherwise included in the
calculation; in contrast, all PPP loans are assigned a zero percent risk weight in risk-based capital denominators.

Average Quarterly Dividends / Net Income Among C-Corp Banks
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Average = trimmed mean; excludes Subchapter-S banks, which tend to report higher payout ratios to support shareholder
tax obligations.
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Appendix 1: Summary of Appendix 2: Technical

Institutions Information & Abbreviations

General: This report focuses on the financial trends and
performance of commercial banks headquartered within the

Commercial Industrial SEWVg[e S Twelfth Federal Reserve District (“12L"). 12L includes nine western
Banks Banks Institutions states: AK, AZ, CA, HI, ID, NV, OR, UT, and WA, as well as Guam.
(De Novos) (De Novos) | (De Novos) Banking Statistics: Unless otherwise noted, all data are for
commercial banks based upon headquarters location. Averages are
Jun- Jun- Jun- Jun- Jun- Jun- calculated on a “trimmed” basis by removing the highest 10% and
20 21 20 21 20 21 lowest 10% of ratio values prior to averaging to prevent distortion
from outliers. Earnings figures are presented on an annualized
AK 4 (0) 4 (0) - - 1(0) 1(0) year-to-date or quarterly basis, as noted. Growth rates are not
adjusted for mergers. The latest quarter of data is considered
AZ 13 (0) 13 (0) i i i i preliminary. Other than the table to the left, most graphics exclude
“De Novo” banks (i.e., less than five years old), industrial banks, and
CA 131 (2) 130 (2) 3(0) 3(0) 10(0) 10(0) savings institutions, which have different operating characteristics.

Groups by Asset Size: “Very Small,” “Small,” and “Mid-Sized” bank
groups are based on total asset ranges of <$! billion, $1-$10 billion,

GU 2(0) 2(0) ) ) 1(0) 1(0) and $10-$50 billion, respectively. The “Large” bank group uses
banks with assets >$50 billion nationwide because these banks
HI 5(0) 5(0) 10 1(0) 20 2(0) typically operate beyond the District’s geographic footprint and a
larger statistical population is preferred for trimmed means.
ID 10 (0) 10 (0) - - 1(0) 1(0) Commonly Used Abbreviations:
AFS Available for sale MBS Mortgage-backed security
NV 10 (1) 1@ 4() 4 (0) 2(1) 2(1) :
ACL Allowance for credit losses MMDA Money market deposit
account
OR 14 (O 13 (0 - - 2(0 2(0
©) ©) ©) ©) ALLL iAIIowance forloan and NFENR Nonfarm-nonresidential
ease losses
uTt 24 (0) 26(1) 14(0) 16(2) 1(0) 1(0) BSA/ Bank Secrecy Act / . .
AML Anti-Money Laundering NMD Nonmaturity deposit
WA 32 (0) 32 (0) 3 3 9(0) 8 (0) ce&l Commercial & industrial PPP Paycheck Protection

Program

Construction & land

121 245(3) 246(4) 22(0) 24(2) 29() 28() C&LD development ROAA  Return on average assets

Troubled debt

u.S. 4,404 (29)4,307 (35) 24 (0) 26(2) 645(1) 616 (1) CD Certificate of deposit TDR restructuring
CRE Commercial real estate TE Tax equivalent

Based on preliminary 2Q21 data. HFS Held for sale YTD Year-to-date 50
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