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TO MONITOR AND CONTROL
CREDIT RISK
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ABOUT US t.gschiwender

T. Gschwender & Associates, Inc. is a diversified consulting company that has been providing services to
financial institutions and businesses in the Northeast United States since 1984. Our financial
institutional clients include small community banks and credit unions with less than $100 million in

assets to much larger regional institutions with over $7 billion in assets. Our business clients include
small sole proprietorships to middle-market privately held corporations.

T. Gschwender & Associates, Inc. is best known for our loan review services. But we do more than just
loan reviews. Credit analysis, field audits, TDRs, ALLL, equipment evaluations, appraisal reviews,
business valuations, environmental remediation, and problem loan management are just some of the
services we provide. We can also assist clients to meet all components of a regulatory enforcement
action.

Our Consultants have extensive banking and corporate management experience. Some of our
Associates have been with us since the company was started, and our current staff provides a
wide depth of experience, having held high level positions within banking, accounting, and
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Associates provide a well balanced and thorough approach to all that we do.
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function in a cost effective manner.

Growth (12 to 100 clients; 5 to 30 consultants)
Expansion of services
Expansion of market area
Federal Home Loan Bank of Pittsburgh (collateral exam reviews/large banks)
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management processes
SBA Veteran Owned Business Achievement Award for 2014

Personnelz the real key to our success

Our Associates all have extensive banking and corporate management experience including
bank presidents, CCO, SVP/credit officers, and OCC assistant deputy comptroller.



&R’ SERVICES TO BANKS

PRE-FUNDING ‘a LOAN PORTFOLIO ‘a PROBLEM LOAN ‘E OTHER i
DUE DILIGENCE MANAGEMENT MANAGEMENT SERVICES

2 2 Manage Problem p.P d
Underwriting Assistance Commercial Loan Reviews g : Dexslop.Eolicies.and
Loan Portfolio Procedures

Field-Audits e b Collateral Valuation & Assess Loan Department
Liquidation Effectiveness

Appraisal Reviews Stress Testing FAS I;\fwalizs:asirmem Supplement in-House Staff

Environmental Due Allowance for Loan and Loan Portfolio Acquisition
Diligence Leases Losses (ALLL) TumarountExperts Due Diligence

Business Valuations Floor Plan Audits Environmental Remediation Expert Witness Testimony

Equipment Valuations Borrowing Base Certificates Sale of Problem Loans Regulatory Relations

"T. GSCHWENDER & ASSOCIATES IS AN INTEGRAL PART OF OUR CREDIT RISK MANAGEMENT TEAM. IN ADDITION TO REVIEWING THE
RACY OF RISK RATINGS OF OUR COMMERCIAL LOANS, WE RELY ON THEM TO PROVIDE US FEEDBACK ON BEST PRACTICES IN THE
USTRY. AS A RESULT, OUR LOAN PORTFOLIOS HAVE DONE EXTREMELY WELL DURING THESE CHALLENGING TIMES. | HIGHLY
ECOMMEND THEM." GARY W. KAVNEY, PRESIDENT AND CEC, ADIRONDACK BANK, UTICA, NEW YORK




GOAL

Know how much risk you are carrying in the portfolio at all times .

What is the impact of the loan you are approvingon your overall loan
portfolio risk level?

How are your Loan Officers performing?

Helping the Board set proper risk tolerances.
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WHY LISE THE WEIGHTED AVERAGE RISK R

If determined properly, the risk rating takes into account the risk the
loan poses to the bank:

Capacity- DSCRs

Capital z Profitability, Liquidity, Leverage

Collateral z Secondary Protection

Character- Delinquencies

Conditions z Environmental factors

Credit Administration z Financial statements/loan structure

Easy tocalculate, understandand explain.



RISK RATINGS

RISK RATING DESCRIPTOR
1 Secured by Liquid Collateral /Government Guarantee
2 Excellent
3 Satisfactory
4 Pass/Watch
5 Special Mention
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AVERAGE RATING vs. WEIGHTED AVERAGE
RATING

AVERAGE RISK RATING
Loan # Exposure Risk Rating
1 $ 100,000.00 1
2 $ 1,000,000.00 4
3 $ 250,000.00 3
4 $ 3,500,000.00
$ 4,850,000.00  ( 3.50)
P T

WEIGHTED AVERAGE RISK RATING
Loan # Exposure Risk Rating Weighted Dollars
1 $ 100,000.00 it $ 100,000.00
2 $ 1,000,000.00 4 $ 4,000,000.04
3 $ 250,000.00 3 $ 750,000.00
4 $ 3,500,000.00 $ 21,000,000.0(
$ 4,850,000.007 ﬂs ﬁ $ 25,850,000.0(




ACCEPTABLE WARR

RISK RATING DESCRIPTOR
1 Secured by Liquid Collateral /Government Guarantee
2 Excellent 50- 75 basis points
3 Satisfactory Below the
4 Pass/Watch Pass/Watch Risk
5 Special Mention Rating

5z Pass Ratings: 4.0Q 4.25
6 z Pass Ratings: 4.7%5.00
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USING THE WARRISK TOLERANCE STATEME

Key Ratios:

l
1
l

|

BB

Classified Loans to Tier 1 Capital + ALLL not to exceed 25%

Special Mention to Tier 1 Capital + ALLL not to exceed 25%

Weighted Average Risk RatifVARR) of all commercial loans not to exceed
3.50

No policy exceptions if WARR exceeds 3.50

Loans Approved with Policy Exceptions to Total Loans not to exceed 10%
(measured in dollars)

Net Loans to Average Assets not to exceed 75%

Net Loans to Equity not to exce8d0x

Loan Growth not to exceed more than 20% from previous year

Losses, NorAccrual Loans, and Loans &9 Days Past Due to Total Loans
Ratios below national peer group average
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MONITORING CREDIT RISK

STRATIFICATION OF LOANS REVIEWED BY RISK RATING

tonchrmnd

&USSOCiU'eS inc.

RATING T 2015 % T 2014 % T 2013 %
1 - Superior $ 4,285,037 4.80% $ 5,012,397 5.57% $ 7,843,260 8.54%
2 - Strong $ - 0.00% $ - 0.00% $ - 0.00%
3 - Good $ 4,277,049 4.79% $ 5,522,315 6.14% $ 1,615,028 1.76%
4 - Satisfactory $ 34,729,876 38.89% $ 34,720,498 38.59% $ 43,512,684 47.39%
5 - Watch $ 30,562,740 34.22% $ 28,189,391 31.33% $ 28,560,172 31.11%
6 - Special Mention $ 10,712,013 11.99% $ 10,009,517 11.13% $ 8,408,723 9.16%
7 - Substandard $ 4,743,888 531% $ 6,511,775 7.24% $ 1,869,262 2.04%
8 - Doubtful $ - 0.00% $ - 0.00% $ - 0.00%
9 - Loss $ - 0.00% $ - 0.00% $ - 0.00%
TOTALS $ 89,310,603 100.00% $ 89,965,893 100.00% $ 91,809,128 100.00%
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STRATIFICATION OF LOANS REVIEWED BY RISK RATING

MONITORING

t.gschwender

&USSOCiU'ES inc.

CREDIT RISK

RATING T 2015 % T 2014 % T 2013 %
1 - Superior $ 4,285,037 480% $ 5,012,397 557% $ 7,843,260 8.54%
2 - Strong $ - 0.00% $ - 0.00% $ - 0.00%
3 - Good $ 4.277,049 479% $ 5,522,315 6.14% $ 1,615,028 1.76%
4 - Satisfactory $ 34,729,876 38.89% $ 34,720,498 38.59% $ 43,512,684 47.39%
5 - Watch $ 30,562,740 34.22% $ 28,189,391 31.33% $ 28,560,172 31.11%
6 - Special Mention $ 10,712,013 11.99% $ 10,009,517 11.13% $ 8,408,723 9.16%
7 - Substandard $ 4,743,888 531% $ 6,511,775 7.24% $ 1,869,262 2.04%
8 - Doubtful $ - 0.00% $ - 0.00% $ - 0.00%
9 - Loss $ - 0.00% $ - 0.00% $ - 0.00%
TOTALS $ 89,310,603 100.00% $ 89,965,893 100.00% $ 91,809,128 100.00%
$50,000,000
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2015 WARR 4.55
2014 WARR 4.52
2013 WARR 4.28
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MONITORING CREDIT RISK

STRATIFICATION OF LOANS REVIEWED BY LOAN TYPE

tgﬂﬁﬂﬂﬁ BALANCE ~ PERCENT WARR*  BALANCE  PERCENT WARR*  BALANCE  PERCENT WARR*
&GSSOCiG1BS inc.
. 2015 . 2014 . 2013
Commercial & Industrial Loans $ 35,787,391 40.07% 4.29 $ 40,326,794 44.82% 421 $ 46,187,101 50.31% 4.17
CREM-Commercial Real Estate Mortgage $ 49,186,893 55.07% 4.71 % 46,078,429 51.22% 4.80 $ 40,868,140 44.51% 4.39
Construction $ 2,120,398 2.37% 5.00 $ 2,163,948 241% 5.00 $ 2,219,163 2.42% 5.00
Letters of Credit $ 2,215,922 248% 474 $ 1,396,722 155% 4.00 $ 2,534,724 2.76% 4.00
TOTALS $ 89,310,603 100.00% 4.55 $ 89,965,893 100.00% 4.52 $ 91,809,128 100.00% 4.28
$60,000,000
$50,000,000
$40,000,000 -
$30,000,000 -
$20,000,000 - " 2015
= 2014
$10,000,000 - = 2013
$-
o

* Weighted Average Risk Rating
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STRATIFICATION OF LOANS REVIEWED BY INDUSTRY TYPE

"MONITORINGC

CREDIT RISK

BALANCE PERCENT WARR* BALANCE PERCENT WARR* BALANCE PERCENT WARR*
i 2015 2014 2013
" 00 N/A Individual Borrower $ 3,307,000 3.70% 400 $ 2,888,957 3.21% 3.00 $ - 0.00%
11  Agricutture, Forestry, Fishing and Hunting $ - 0.00% $ 601,120 0.67% 500 $ - 0.00%
21 Mining $ - 0.00% $ - 0.00% $ 748,476  0.82% 4.00
23 Construction $ 2,386,434 2.67% 4.74 $ 3,437,111 3.82% 477 % 7,475,570  8.14% 4.68
31-33 Manufacturing $ 6,905,838 7.73% 5.19 $ 7,537,111 8.38% 470 $ 11,444,445 12.47% 4.00
42 Wholesale Trade $ 4,490,631 5.03% 400 $ 4,679,025 5.20% 397 $ 3,034,779 3.31% 4.00
44-45 Retail Trade $ 11,882,649 13.30% 480 $ 12,200,367 13.56% 469 $ 11,200,265 12.20% 4.69
48-49 Transportation and Warehousing $ - 0.00% $ 1,195,043 1.33% 344 $ 1,916,203  2.09% 2.53
52 Finance and Insurance $ - 0.00% $ 1,302,520  1.45% 700 $ 1,352,584 1.47% 5.00
53 Real Estate and Rental and Leasing $ 31,428,446 35.19% 4.91 $ 30,236,791 33.61% 494 $ 24,184,801 26.34% 4.64
54 Professional, Scientific and Technical Services $ - 0.00% $ 1,739,003 1.93% 500 $ 607,428 0.66% 4.00
55  Management of Companies and Enterprises $ 1,000,000 1.12% 300 $ 1,000,000 1.11% 3.00 $ B 0.00%
56  Administrative and Support and Waste Mgmt & Remediation $ 551,339  0.62% 400 $ - 0.00% $ 50,000 0.05% 4.00
61  Educational Services $ 1,396,722  1.56% 400 $ 1,396,722  1.55% 400 $ 1,396,722 1.52% 4.00
62 Healtth Care and Social Assistance $ 5,197,992 5.82% 3.75 $ 3,003,874 3.34% 383 $ 7,990,821 8.70% 3.96
71 Arts, Entertainment and Recration $ 744314  0.83% 7.00 $ 1,562,732  1.74% 547 $ 2,408,506  2.62% 4.67
72 Accommodation and Food Services $ 10,780,943 12.07% 420 % 10,401,442 11.56% 395 $ 11,882,773 12.94% 3.97
81  Other Services (except Public Administration) $ 9,238,295 10.34% 389 % 6,784,075  7.54% 397 $ 6,115,756  6.66% 371
92 Public Adminstration $ - 0.00% $ - 0.00% $ - 0.00%
TOTALS $ 89,310,603 100.00% 455 % 89,965,893 100.00% 452 $ 91,809,128 100.00%  4.28
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MONITORING CREDIT RISK

Year Originated Total Weighted Average Risk Rating

2015YTD $ 106,740 4.00
2014 $ 22,758,148 4.80
2013 $ 23,949,354 4.44
2012 $ 19,547,030 4.59
2011 $ 22,023,278 4.83
2010 $ 14,219,247 3.71
2009 $ 7,689,808 4.53
2008 & Before $ 32,351,606 4.63
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POLICY EXCEPTIONS

WEIGHTED AVERAGE RIS
POLICY EXCEPTIONS TOTAL EXPOSURE RATING (WARR)
Total Loans Reviewed $ 89,310,603 4.55
Loans Approved With Policy Exceptions $ 40,574,997 4.00
Percent Approved with Policy Exceptions 45.43%
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POLICY EXCEPTI @CNiﬁnation Date

WEIGHTED AVERAGE RIS

POLICY EXCEPTIONS BY ORIGINATION PATHAL EXPOSURE RATING (WARR)
2014

- Total Loans Reviewed $ 22,758,148 4.80

- Loans Approved With Policy Exceptions $ 11,336,102 4,94

- Percent Approved with Policy Exceptions 49.81%
2013

- Total Loans Reviewed $ 23,949,354 4.44

- Loans Approved With Policy Exceptions $ 15,060,968 4.40

- Percent Approved with Policy Exceptions 62.89%
2012

- Total Loans Reviewed $ 19,547,030 4.59

- Loans Approved With Policy Exceptions $ 6,279,212 4.15

- Percent Approved with Policy Exceptions 32.12%
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POLICY EXCEP TIQMNsD Type

WEIGHTED AVERAGE RIS
POLICY EXCEPTIONS BY LOAN TYPIJE TOTAL EXPOSURE RATING (WARR)

Commercial Real Estate Mortgages (CREMS)

- Total Loans Reviewed $ 49,186,892.86 4.71

- Loans Approved With Policy Exceptions $ 24,037,031.54 4.82

- Percent Approved with Policy Exceptions 48.87%
Commercial & Industrial (C&l)

- Total Loans Reviewed $ 35,787,390.63 4.29

- Loans Approved With Policy Exceptions $ 13,598,367.26 4.44

- Percent Approved with Policy Exceptions 38.00%
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POLICY EXCEP TIQ# &dustry

WEIGHTED AVERAGE RIS
POLICY EXCEPTIONS BY INDUSTRY| TOTAL EXPOSURE
RATING (WARR)

Retail Trade

- Total Loans Reviewed $ 11,882,649 4.80

- Loans Approved With Policy Exceptions $ 5,278,321 5.41

- Percent Approved with Policy Exceptions 44.42%
Real Estate and Rental and Leasing

- Total Loans Reviewed $ 31,428,446 4.91

- Loans Approved With Policy Exceptions $ 18,324,438 4.78

- Percent Approved with Policy Exceptions 58.31%
Accommodation and Food Services

- Total Loans Reviewed $ 10,780,943 4.20

- Loans Approved With Policy Exceptions $ 3,516,285 4.60

- Percent Approved with Policy Exceptions 32.62%
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SUMMARY

By using the WARR, you will know how much risk you are carrying in
the portfolio at all times .

You will know what the impact is of the loan you are approvingon your
overall loan portfolio risk level.

You will be able to track Loan Officer performance so they know which
loans they can and cannot bring In.

Board of Directors understand the concept of the WARR better than
just showing them metrics on portfolio (volume, risk ratings,
delinquencies, non-performing loans, etc.).
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UESTIONS?

T. GSCHWENDER & ASSOCIATES, INC.
311 MONTGOMERSTREESUITE 1
SYRACUSE, NY 13202
315701-1293
www.tgschwendefassoc.com
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