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INSIDE THIS ISSUE RECENT NEWS
I Lower Commodity Prices Pressure Farm Earnings, Asset Quality

1 Credit Trends and One of the most important industries to the world is the farming and agricultural product sector. It is
consistently one of the most volatile businesses to own as well. Over the last three years, commodity
prices of soybeans, wheat and corn have been declining. These price drops are negatively impacting
farmers’ earnings, which then affects farm operations, land value and agriculture equipment sales.

2 Profitability According to the United States Department of Agriculture (USDA), “Net cash farm income is forecast to
decline for the third consecutive year...by 2.5% in 2015...[This decline is] moderate compared to the
27% reduction in net cash income that occurred in 2015.” The continued expected drop is led by
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dependent on these markets) may not see relief for several years.
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CREDIT TRENDS AND COMMENTARY

U.S. CORPORATE SPREADS: U.S. Corporate Spreads For corporate securities, option adjusted
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CREDIT QUARTERLY

BANKING TRENDS
1t Quarter 2016 Highlights

PROFITABILITY FDIC-insured institutions earned $39.1 billion for the first quarter of 2016, a decrease of 2% over the

prior year period, largely due to higher expenses for loan losses and lower noninterest income. Most

2016 94.8% of the decline in net income was concentrated amongst the largest banks. Only 5% of banks reported

2015 94.1% negative net income in the quarter, down from 5.7% the year before. Community banks’ earnings

2014 92.4% increased 7.4% from the prior year quarter, mostly from improved revenue from net interest income
and noninterest income.

Percentage of banks

generating positive 1% quarter Quarterly net chargeoffs totaled $10.1 billion, an increase of 12.3% compared with the year earlier.

earnings This marks the second consecutive quarter that net chargeoffs have posted a year over year increase,

following 21 quarters of declines. Net chargeoffs of commercial and industrial (C&I) loans increased by
144.7%, or $1.1 billion, compared with the first quarter of 2015. Noncurrent loans balances rose by
2.4% during the first quarter, which is the first increase in 24 quarters, and was largely driven by a 65%
increase in noncurrent C&I loans. This is the largest quarterly increase in noncurrent C&I loans since
1987.

Source: SNL Financial

The first quarter saw the total number of banks fall from 6,182 to 6,122, with mergers absorbing 58
insured institutions and one bank failing. The number of institutions on the FDIC’s “Problem List”
declined from 183 at the fourth quarter of 2015, to the current level of 165 institutions.

Source: FDIC: Quarterly Banking Profile

PRUDENT MAN PROCESS
The Prudent Man Analysis

The Prudent Man Process includes four steps which begin with gathering data and analyzing a
bank’s credit quality and continues with ongoing risk management throughout the life of a
deposit. The process helps public funds investors avoid repayment, reinvestment and reputation
risk that may be associated with a bank failure.

Step 2: Data Analysis - Quantitative

Return on Average Assets (ROAA) is calculated
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This document was prepared for PMA Financial Network, Inc., PMA Securities, Inc. and Prudent Man Advisors, Inc. (hereinafter “PMA”) clients. It is being provided for
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