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About the 9th Annual Loan Review Survey
Each year, DiCOM Software performs a comprehensive survey of financial institutions of all sizes in order to
identify the latest trends in Loan Review. The survey responses are analyzed and presented back to the
industry in the form of a webinar and companion slide deck. This year, we are pleased to present a follow-up
whitepaper that takes a deeper look into some of the more critical results and trends.

Survey Participation
While survey participation was down slightly this year due to the onset of the pandemic, fairly strong
response rates in each bank segment above $1bn was still achieved.

Executive Summary
The survey revealed a looming manpower shortage in Loan Review staffing, especially in the junior ranks.
Training dollars are modest, so entry-level staffers are dependent on informal mentoring in an environment
where staff often work independently as the Manager is also engaged in field work (this has been
exacerbated by the pandemic, as many employees are now working from home). Further, non-core
responsibilities are expanding. The function is tasked with broader credit risk and enterprise risk
responsibilities at the same time that the regulatory agencies are shifting from transactional examinations to
more of an oversight role. While not covered in the survey (which was started prior to the pandemic),
conversations with clients and others indicate that pandemic and economic recovery efforts such as the PPP
loan program (now in the forgiveness stage) and the Main Street Lending program, the leniency for deferrals,
extensions, and restructurings has added another set of non-core activities.
As banks grow in size, they are likely to replace outsourced Loan Review with an internal function, but
staffing appears to be a big determinant in the decision, so automated vendor solutions will be necessary to
augment the limits on staffing and Loan Review’s growing responsibilities.
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Key Issues to Resolve
 Staffs are getting older with a lopsided senior/junior staffing ratio. Raiding other institutions to get staff
does not solve the industrywide shortage of entry-level and junior loan reviewers
 The lack of junior reviewers relative to senior reviewers exacerbates succession management planning
 Training dollars increase with bank size, but the lack of junior staffers (and administrative support) calls
not only for more dollars but more formal Loan Review specific training programs and certifications
 One solution to assist with staffing and training issues is an automated workflow solution (such as
DiCOM’s CQS) geared specifically to the function
 Migration of reporting line from Credit to Risk has implications which need to be explored further


Do loan/risk reviewers have the skills and experience to deal with other enterprise risks?



How will the audit function and risk review function differentiate their responsibilities to avoid
overlap?

The analysis of the results of the survey are divided into four major categories: Organization, Resources,
Productivity, and Loan Review Core Processes.

Organization: Analysis
One of the first questions to be answered about the Loan Review function is whether it should be done
internally or outsourced to a third-party vendor.

Banks over $1bn are increasingly likely to keep the function in-house, and the propensity to outsource tends
to decline as bank size increases. One interesting trend to note is that compared to survey results in previous
years, more banks are internalizing the function across all asset sizes.
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Organization: Analysis (Continued)
There appear to be a couple of reasons for this. The first is cost. Historically, outsourcing was considered
cheaper than bringing the function in-house. However, the mandate tends to be more contractually limited
to basic review work. As will be explored later, there are more demands being placed on the function, which,
in turn, is driving up the cost. This results in the perceived advantage to outsourcing being eroded
somewhat. The other is a combination of flexibility and independence. Or, more importantly, the growing
awareness that outsourcing may not be the best way to achieve those objectives. Offsetting these factors is a
lack of skilled staff which is now the most now the most heavily weighted outsource factor in 2020 (indicated
below). This will also be explored in more detail later in this paper.

Resources: Staffing

In all but the largest banks (over $100bn), the Loan Review manager tends to wear two hats: management
and hands on field work. One consequence is that loan review analysts are often working under limited
supervision with minimal opportunities for mentoring and/or training. This environment slows down junior
staff training and is an impediment to mentor access and upward mobility.
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Resources: Staffing (Continued)

Regardless of bank size, senior staff outnumber junior staff, and the gap widens as bank size increases.
There are a couple of reasons this may be going on. First, with the Manager also doing field work, there is
not enough time to devote to hiring, onboarding and training less experienced people. The other is that the
investment in experience needed to operate independently does not appeal to potential recruits as well as
advancement prospects appear limited.

One of the more interesting findings in the survey is the average level of experience among the three staffing
levels. For banks $5bn and over, regardless of size, senior staffers and managers average about the same
number of years of experience across the different segments. However, the experience level of junior
staffers at the largest banks drops fairly dramatically, highlighting the talent shortage at those banks. It is
quite possible that junior level people are migrating to more senior level positions at the smaller banks and
senior level people are being hired as managers. This would be in response to the lack of advancement
prospects at the larger institutions. This would also account for the relatively less experience levels at the
smallest banks. Regardless, the industry-wide talent pool is very shallow and is a source of concern.
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Resources: Training

As banks get larger, there is an expectation that
Loan Review staff will engage in some level of
training during the year, with the largest banks
typically requiring it. However, the amount of
money spent on training tends to suggest that
either the training is minimal (or at least minimal
cost) or that it tends to be skewed to a few people
(remember the results are averages). More work
needs to be done to explore exactly how the funds
are allocated.

Resources: Compensation
As one would expect, salary levels rise as bank size increases, but salary levels for banks in the $50-$100B
level are actually higher than those at banks over $100B. This higher pay at smaller banks may be one of the
factors, or results, of the migration from larger banks to smaller banks.
In addition, the independence of Loan Review
requires the function to not be under earnings
pressure from the line or credit quality pressure
from the credit side. Consequently, most banks
have found a bank-wide bonus pool the most
expedient way to reward Loan Review for
contributing to the performance of the
organization. In fact, 88% respondents affirmed
their eligibility for some type of bonus, which
was comparable to 87% in the 2019 survey.
A broader salary analysis is provided in the survey webinar slide deck, which is available on the DiCOM
website.
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Resources: Manual vs Automated Systems

Respondents noted that the talent shortage coupled with the expansion in credit exposure has led to more
automation in the Loan Review process, especially as bank size increases. Mid-sized Banks tend to buy vendor
automation solutions and because of the size and complexity of their process, they achieve a bigger ROI on
the efficiency gains alone. However, larger banks are likely to build their own system using their own IT
resources. Market research suggests that internal solutions have a limited lifespan due to poor ongoing
maintenance and lack of innovation. This situation can necessitate significant reinvestment or more
commonly a return to the market in search of vendor-provided solutions.

Productivity

Measuring productivity is generally confined to the amount of credit exposure and/or number of files
reviewed. DiCOM’s Loan Review Survey indicates exposure per staff reviewer increases with the size of the
bank, and all banks are showing a notable increase in exposure since 2014. However, the portfolio
penetration % has been consistent, and this consistency suggests there is an increased workload and/or deal
size has increased at origination or review. Although a $100,000 exposure might consume nearly as much
time as a $1MM deal, larger loans are typically more complex, so implicit in the exposure expansion is the
requirement for more experience, supervision, and training. The number of files reviewed per week has
averaged around 5 files, but it declines a little in larger banks, suggesting reviews encompass more complex
relationships.
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Loan Review Core Processes

Penetration results are similar to prior years; risk-based scoping necessitates looking at the entire
relationship, especially the larger ones typical of larger borrowers. If resources are limited, the alternative is
to perform targeted reviews by borrowers or notes. A sign of overload is the increasing use of targeted
reviews and lower penetration levels. Total Portfolio Penetration ranges between 28% and 43% and trends
towards the lower range for larger banks. Staffing levels have tended to plateau, so the lack of incremental
additional staff is offset by reducing penetration.
Despite the regulatory expectation that the function
be independent of line and credit functions, Loan
Review has the final say on risk rating decisions about
2/3 of the time. On the other hand, the Loan Review
manager’s final say increased from 53% last year to
59% this year. Independence is difficult to achieve if
Loan Review does not have the final word. Regulatory
insistence on Loan Review final say would be helpful
to this end.

The Pandemic and A Glimpse to Next Year’s Survey
The loan review process has been historically conducted in a central location leveraging on-site resources.
Since the vast majority of respondents (over 95%) image credit and collateral files as well as leverage some
form of software solutions to automate the loan review process, working remotely has become a much more
feasible option. Banks with collaborative software able to support consistency, efficiency and information
transfer have been able to rapidly shift to a remote workforce and adapt to the dynamic conditions caused by
the pandemic. Next year’s survey will shed more light on how many respondents have employed a remote
workforce approach and what the effect has been, if any, on the work performed by Loan Review. It is
possible that a remote workforce strategy could help address challenges associated with closing the talent
gap identified in this year’s survey.
Questions or Comments?
Please Contact Us:
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