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SNL Report: OREO still crunch for banks
Foreclosures in
pipeline a major factor

By Nathan Stovall and Fahad Mir, SNL Financial staff writers

The banking industry continues to hold a substantial amount
of foreclosed property on its books and faces the prospect of increases in
other real estate owned as a substantial amount of mortgages are tied up in the
foreclosure process.

To see a larger version of the pie chart, click on the exhibit or click here.

While the overall level of other real estate owned, or OREO,
on bank balance sheets declined through the first nine months of 2012, falling
11% from a year earlier, the amount of OREO held on bank balance sheets is
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actually higher now than at any time in 2009. More important, an even larger
amount of mortgages could soon join the fray, with banks reporting that the
amount of one-to-four-family loans in the process of foreclosure equates to
more than twice the amount of OREO on their books.

SNL data shows that OREO held at commercial banks and
savings banks totaled $41.04 billion at the end of the third quarter of 2012,
down from $46.36 billion a year earlier and $48.61 billion at the end of the
third quarter of 2010. The amount of one-to-four-family loans in the process of
foreclosure has actually increased, though, rising to $97.16 billion from
$91.54 billion a year earlier and $78.97 billion at the end of the third
quarter of 2010.

When banks take property onto their balance sheets,
conventional wisdom holds, the institutions will try to dispose of the real
estate quickly. However, the pace of distressed asset sales has remained relatively
slow this year, falling to $11.39 billion through the first nine months of 2012
from $15.68 billion and $20.27 billion during the respective periods in 2011
and 2010, according to SNL data.

Sales activity has not picked up because many banks lack the
capital necessary to absorb the hit they would take when selling properties on
their balance sheets. Market participants have long said that banks are forced
to take the deepest haircuts when selling construction and
land-development-related assets. It is not surprising, then, that construction
and land development assets represent the largest portion of OREO on bank
balance sheets at $13.35 billion, or 32.52% of all OREO.

The second biggest portion of OREO falls into in the commercial
real estate category--domestic office loans secured by nonfarm, nonresidential
real estate--which totaled $9.64 billion, or 23.49% of all OREO at the end of
the third quarter, according to SNL data. The next biggest portion of OREO
comes from one-to-four-family properties, totaling $8.77 billion, or 21.36% of
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all OREO on bank balance sheets.

A far greater number of one-to-four-family loans are locked
up in the foreclosure process. The amount of one-to-four-family loans in
foreclosure--one-to-four-family loans in default but not yet seized by
banks--dwarfs the size of one-to-four-family properties held in OREO on bank
balance sheets, totaling $97.16 billion at the end of the third quarter.

Even the amount the top 20 banks reporting the largest
numbers of mortgages headed for foreclosure stands out against the level of
one- to four-family properties held in OREO. SNL data shows that those
institutions in aggregate reported $85.64 billion in mortgages in the process
of foreclosure, or nearly 10x the amount of one- to four-family properties in
OREO for the entire banking industry.

Banks' ability to take mortgages onto their balance sheets
through the foreclosure process has varied from state to state, because each
locale has its own foreclosure practices and judicial foreclosure states
usually take longer to process foreclosures.

This is particularly true in areas that were heavily hit by
the credit crisis because the court systems in those states have been
overloaded by foreclosures, which has often slowed the process dramatically. In
some states, the foreclosure process can last a year or longer, as has been the
case in New York, New Jersey, and Florida, the latter of which saw foreclosures
take as long as 800 days during the peak of the backlog facing that state.
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To view a larger version of the chart above, click on the image or click here.

Banks reporting the largest amount of one-to-four-family
loans in the process of foreclosure are the nation's largest institutions, and
many have large concentrations of mortgages on their balance sheets. Some of
the institutions reporting large balances of mortgages in the process of
foreclosure not only focus on the mortgage business, but their operations are
focused in states with slow foreclosure processes, such as Paramus, N.J.-based
Hudson City Bancorp Inc., and Jacksonville, Fla.-based EverBank Financial
Corp.

This article originally
appeared on SNL Financial&rsquo;s
website in slightly different form and appears on www.ababj.com
as part of a cooperative venture. Each week a selected SNL article will be
brought to our readers. Follow us on Twitter--@ABABankingJourn--to learn when it has been posted. We welcome your
feedback on this weekly feature. Email to
Steve Cocheo, digital content manager
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foreclosure will probably not come onto bank balance sheets in a single quarter
or even over a few quarters. The time lag in some states would prevent pending
foreclosures from becoming OREO on bank balance sheets in a short time frame.
And even when foreclosures are resolved, banks will look to sell the product,
possibly before a given quarter's end, leaving smaller amounts of one-to-four-family
loans held in OREO than the institutions report in the process of foreclosure.

Still, mortgages have not necessarily been the most
troubling issue for banks with the largest concentrations of OREO on their
balance sheets. Banks reporting the largest concentrations of OREO seem to have
either been active buyers of failed banks and distressed institutions or they
simply operate in heavily battered markets.

Two of the top five banks in terms of OREO concentrations on
their balance sheets--NBH Bank NA and Capital Bank NA--have acquired numerous
failed banks and distressed institutions. And Beal Bank USA, which reported the
fourth-largest concentration of OREO to assets, at 2.12% at the end of the
third quarter, works to acquire distressed credits as part of its regular
business strategy.

The other largest relative holders of OREO operate in
markets that were badly hit by the credit crisis. For instance, Troy,
Mich.-based Flagstar Bancorp Inc. tops the list with OREO accounting for 4.32%
of its asset base, and five Puerto Rico-based banks also made the list the top
20 banks by OREO to assets.

To view a larger version of the table above, click on the image or click here.
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To view a larger version of the table above, click on the image or click here.
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