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The Apple(s) of My Eye

It’s true - 'm a sucker for the latest technology. My husband, Rick, is well aware of my
penchant for new shiny digital toys, er, gadgets. He will sometimes even help me build my
mental bridge to justify a purchase. Once it was an iPhone to help me communicate and

° ° another time an iPad for e-mail, etc. while on vacation. My coworkers are also used to me
I ns I de Th I S learning/cursing about all the great features on my newest device. My second confession is

I o I'm a devoted “Applephile”, my term for someone enamored with Apple products. While I
SS Ue ° work in a PC world, wherever else possible I'm under the Apple Tree. So yes, I'm now
sporting an Apple Watch. Which leads me to another apple of my eye — my grandson Oliver.
At two, he loves the round-eared rodent commonly known as Mickey Mouse. In our house he
is known as “Mow.” So when he looks at my wrist and shouts “Mow” he is over the moon
when I show him Mickey on my watch...which is quickly followed by “Mo, mo” or for those
unfamiliar with Oliver-speak, “more!”

I've never been a big fan of the word “or...” as I much prefer “and...” We still lug our
oversized Canon cameras & big lenses on vacation even though with my iPhone almost
everything that can be photographed (and lots that shouldn’t) is already on the web. In my
professional life, banking has frequently struggled with the “or” dilemma when it comes to
technology. As an industry, we've debated tellers or ATMs, branch staffs or internet banking,
and customer service staffs or mobile banking. I believe it always turns out best for everyone
when it is “and.” Sure, while our customers crave convenience they still depend on human
interaction. Technology is great for doing the “what” of “whatever” and people are the best for
explaining the “why” of that “whatever.”

We try to run our business with this same approach. Our investment in technology
makes it easy for our clients to wire funds and invest hundreds
of millions in excess funds every day. We routinely seek loan
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i approvals via our electronic board portal and our automated
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ingredient in each of these examples is people. Elizabeth and
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Update lines and paper and I think at times he believes this. That said,
PAGE 3 he’s the same person who was answering e-mails during the
Super Bowl because a client had a question. So, even though
at times he feels technology is too pervasive, he is always
Market Watch willing to use it to help a family, friend, or client.
PAGE 4 Over 30 years ago when we opened our doors we started with a yellow pad and

a calculator. Today, technology plays a critical role in our business. As technologies have
changed there are two constants that remain. The first is our mission of serving, preserving
and promoting community banking. The second is our employees who are dedicated to using
the current tools to help serve you, our customers.

Since I mentioned my new watch, I should also mention the other, new, apple of my eye. Our
granddaughter Claire was born last week. Grandbaby 2.0 is every

bit as wonderful as our Beta version, Oliver. .
Have a wonderful spring and enjoy the apple blossoms! 7



Coming August 1st: A Mortgage Metamorphosis

“What You Need to Know About TRID”

By: Jeff Thompson

Introduction

On August 1, 2015, the world will change for all residential
mortgage lenders. The Dodd-Frank Act required the CFPB to
integrate disclosures required by the “Truth in Lending Act (TILA)”
and the “Real Estate Settlement Procedures Act (RESPA).” The
new disclosures are referred to as the “TILA/RESPA Integrated
Disclosures,” or “TRID” for short.

Someone in your organization is (or should be!) dealing with this
impending seismic shift in documentation. Getting your bank in
line requires not only addressing internal changes but also working
with your forms companies, software vendors, title companies, and
others involved in the mortgage origination process. This article
will provide a basic background on the upcoming changes and
offer information to help you strategically decide how you will
approach these changes.

Definitions

While not an exhaustive list of all the definitions your bank will
be dealing with, here are some key things you'll need to know in
order to effectively communicate with your team.

* TRID Loan — As mentioned earlier, the new rules integrate TILA
and RESPA disclosures. That said, loans covered by both laws today
will not necessarily be the same loans that are covered by the new
rules.

To qualify as a TRID loan, the following conditions must all exist:

¢ The loan must be closed-ended;
* For a consumer purpose; and
e Secured by real property.

It’s important to note “real property” as defined in TRID does

not necessarily mean a dwelling, and any dwelling not including
real property (with limited exceptions) will not be covered by the
new rules. An easy way to remember what TRID applies to is to
look at it backwards, as it spells “DIRT.” Therefore, a condo or a
manufactured home in a rental park will not be covered by TRID
even though they are dwellings and would have qualified under
current disclosure rules. Conversely, a lot loan - regardless of whether
the consumer intends to build on it, is subject to the TRID rules.

* Loan Estimate (LE) — In lieu of the current “Early TILA
Disclosure,” “Good Faith Estimate,” and “Mortgage Servicing
Disclosure” the Loan Estimate (LE) will be provided within 3
days of taking an application (as defined by the regulation).
There are very specific rules covering completion of this form
and its delivery timeframes. Since you will generally be stuck
with these estimates, get them right the first time! While the
“Change in Circumstance” rules that currently apply to “Good
Faith Estimates” are still around, the triggers have been refined.
As a result it will now be impermissible to issue a new estimate
except in very limited circumstances.

* Closing Disclosure (CloD) — The CloD replaces: the final TILA
disclosure, the HUD-1/1A, and the initial escrow disclosure. It
also contains new features which neither rule currently requires.
After reading the commentary to the regulation it is clear

the CFPB expects the CloD will be one of the first things the
borrower sees at the loan closing. This disclosure will need to
be delivered to your borrowers at least 3 days before closing.

 Balloon Payment — Any payment exceeding twice the amount
of the regularly scheduled payments is a balloon payment.
This is interesting as some loans might have multiple balloon
payments. For instance, if you require interest-only payments
for 11 months out of every year, then require a large principal
reduction once a year, the annual payment is a recurring balloon
payment.

Trusts

The CFPB amended the Commentary to Section 3 of Regulation
Z to include certain grantor trusts and land trusts, in certain
jurisdictions, under the coverage of Regulation Z. While many
banks are already treating these loans as consumer mortgage loans,
it is now mandatory.

Effects of Some of the Changes

Keep in mind anything that is not a TRID loan but is for a
consumer purpose, is still subject to Reg. Z. Also, even though
much of RESPA is folded into the new TRID rules, items such as
Affiliated Business Arrangements, Escrow Disclosures (for servicing
purposes), and the dreaded Section 8 will remain in place.

Products and Features

A new wrinkle in both the LE and CloD is the requirement
that the creditor describe the product being applied for and/or
originated. This is done by listing the “features” of the product,
then a description of the product itself. The “feature” is listed first,
if applicable, then the product type. Examples provided by the
CFPB include: “Fixed Rate” (a fixed rate loan with no features),
“5 Year Interest Only,” “5/3 Adjustable Rate” (5 years interest only,
changing to amortizing payments with the first rate change, and
changing the rate every three years thereafter), or “Year 7 Balloon
Payment, Fixed Rate,” just to name a few.

Because of these descriptions and a number of other
considerations, it will be very difficult to create new products
on the fly. You will want to decide now which products you
are offering and stick to that list of products. Any last minute
customization will increase your compliance risk exponentially. We
recommend all new products go through a very thorough process
before being offered to the public.

Settlement Services

The new rules provide very specific formatting for the settlement
services you will allow borrowers to shop for and those you do
not. How these fees and services are listed will have a profound
effect on the permissible tolerances when fees change and your
disclosure requirements when the changes occur. You'll also be
listing those service providers you used in providing the estimates
at the time of application. You must list at least one for every
service provided, and some banks currently list several. If you do
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list several, you’ll want to revisit that decision in light of the
new rules.

In regard to settlement agents, your bank will need to make
decisions on the capability of providers because the settlement
agent has specific responsibilities in regard to the new rules.
Historically, in a traditional purchase money transaction, banks
have had the settlement agent or Title Company complete the
seller’s column on the HUD-1. Going forward, banks will need
to understand who’s doing what in preparing all the required
documents. As has always been the case, the accuracy and
completeness of the disclosures is the responsibility of the creditor.

Setting Consumer Expectations
Due to the strict timing requirements and a number of other
elements in the new TRID rules, consumer expectations will
need to be managed appropriately. Please note we used the term
“consumer” expectations and not “customer” expectations. This is
deliberate as the CFPB, and many realtors, have gone out of their
way to note the seller in a purchase money transaction is usually a
consumer too, and therefore should be treated accordingly.
Without going into all the details, timing issues will arise between:

* Application and the initial LE;

¢ The initial LE and any revised LEs;

e The LE and the initial issuance of the CloD; and
¢ The initial CloD and closing.

Clearly, in a purchase money transaction, these timing issues
will become even more important as both your customer and the
seller will be affected by them. We’ve heard that many bankers
are reaching out to their realtors to illicit their assistance in setting
expectations.

Credit Department Update

By: Scott Burke & Jené Didlick

After a slow start to the year, commercial loan activity is showing
signs of improvement as prospective loan discussions and the
number of actual loan participation opportunities increased
heading into Spring. Construction projects for 2015 are taking
shape with the improved weather conditions and we are reviewing
several new construction lending opportunities in the Ohio and
Michigan markets.

Competition is fierce. Current conditions favor the borrower as
loan terms are stretched to include longer term fixed rates of 10
and 15 years. The standard, however, remains 5-year fixed and
adjustable rate loans. Year to date, GLBB has seen average 5-year
rates on closed loan participations of 4.75% with an average
10-year rate of 5.25%. Pricing varies regionally and is largely
dependent upon the presence and aggressiveness of the larger
regional banks.

The collateral mix is varied and includes professional office,
retail, warehouse and light industrial investment and owner
occupied commercial real estate. Although lenders are aggressive
with loan terms, lenders are not making credit quality concessions.
The credit quality of loans we have had the opportunity to
underwrite is good.

Many of our clients’ best commercial customers appear to be
active in their markets as evidenced by an increase in participation
opportunities coming to us as a result of new loan requests
exceeding a bank’s aggregate loan to one borrower limits rather
than a single large transaction. GLBB has been able to assist with

Transition

These rules go into effect on August 1, 2015. There is no
transition period! However, there will be an unknown period
of overlap between the two sets of rules. These rules apply for
all applications taken on August 1, 2015 and after, whereas
any applications taken before August 1, 2015 will use the old
disclosures and documents all the way through closing. If you
think about that, you might still be closing mortgages with the
older disclosures as late as November or December, even though
you've been doing TRID since August. It will be imperative that
you keep them separate, as mixing the old with the new will is
strictly prohibited and would only cause additional confusion.

Summary

On August 1st sweeping change will affect the way you provide
mortgage credit to consumers. There are new definitions to learn,
new processes to understand, and new timing requirements that
can be seen as both a hindrance and a benefit to good customer
service. How well you plan for the new rules will dictate what your
customers think of these new disclosures and timing requirements.
There is much more to the new rules than we have been able
to convey in this short article, so we encourage you to provide
whatever support you can to those who are managing this change.

JEFF THOMPSON is the Managing Consultant for Compliance
Services at Great Lakes Banc Consulting. He is a former OCC examiner,
banker, and employee of a regional accounting firm and ran his own
compliance consulting business. Jeff has focused on compliance issues for
mote than 20 years and is a phone call away if you need his assistance.
Jeff Thompson: jthompson@glbanconsult.com Phone 517.927.8445
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In 2013 our Commercial Credit Services % | ]

(CCS) division was created to assist banks A "
with commercial underwriting support. The

service is designed to help banks evaluate C&I loans, income
producing CRE projects and other commercial credit requests.
We help with new credit requests or perform periodic reviews
of existing loans. The services are quite affordable with pricing
tailored to fit the client bank’s needs.

2014 was the first full year of operations and we are pleased
that we were able to provide services for a variety of projects. We
performed financial analyses for portfolio reviews of existing CRE
relationships, and new CRE credit requests in Ohio and Michigan.
Our clients have been most excited about the ability to customize
the services to suit their individual needs. We have found that
in some situations the client does not need a complete financial
analysis. We are able to provide financial statement spreads or
financial analysis tables and charts a la carte. In these instances the
clients use the data from our reports to prepare their own credit
presentations.

We are optimistic about the remainder of the year and look
forward to assisting community banks in meeting their loan goals
through effective use of our programs for loan participations and
Commercial Credit Services.
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NUMBER OF BANKS

March 31 2010 March 31 2015

MARKET WATCH

ASSET & WAGE GROWTH

137,343

3/10 Median
3/15 Median

96,423

Avg
Salary

Empl
Efficiency

PERFORMANCE INDICATORS

3/10 Median
3/15 Median

Leverage
Ratio

Since 2010 there are 73 fewer banks
in Ml & OH. The decline is a result of
mergers, charter combinations and
closures. With a decrease of 30
banks, Ml lost 22% of its total while
Ohio’s loss of 43 banks represented
18% of its 2010 total. These
numbers are consistent with
national trends.

As the number of banks declined,

assets grew for the remaining banks.

Over the 5 year period, assets of the
median bank grew by 20% & loans
grew by 12.5%. Average salary at
the median bank grew by 12%, or
2.4% annually. Salary increases
were partially offset by gains in
productivity with an increase of 6%
more assets.

In March 2010, 18% of the banks
in Ml & OH reported losses. This
year, this number dropped to

5%. Correspondingly, ROAs and
ROEs have grown as loan problems
decrease. Challenges for banks
going forward, include keeping
shareholders engaged by
increasing returns and
maintaining quality assets.




