ILLUMINATING TOUGH ISSUES
DICOM LOAN REVIEW SURVEY RESULTS 2021

INTRODUCTION
Each year, DiCOM conducts an extensive survey of the loan review industry. The survey results are referenced against
other DiCOM industry touchpoints to create a holistic view of key trends and issues facing Loan Review. In this
whitepaper, we examine some of those key trends.
This whitepaper was written by a banker (recently transitioned to the DiCOM organization after a 40-year career) to
bankers with the purposeful intent to fuel conversations about some major issues facing Loan Review over the next
several years. As Loan Review professionals meet in forums, roundtables, conferences and pubs to debate their craft, it
has tried to provide a context to guide some of those discussions.

SUMMARY
•
•

•

•

On the positive side, Loan Review staffs are very experienced and tenured. On the negative, they are retiring
and little is being done to prepare for replacements.
With some nuances, Loan Review examinations continue to be done as they have been done for years
(decades). The shift is the evolution away from a “pure” examination format to incorporating “continuous
monitoring” into the workflow. There is no consensus on what continuous monitoring means. It is not totally
clear if there needs to be the consensus that exists with examinations. What is clear is that no comprehensive,
industry-wide conversation has taken place on the issue.
In much the same way loan origination systems provide benefit to the first line, Loan Review automation
software is a sustainable and optimal solution to address the gaps and inefficiencies in the current workflow. It
has the additional benefit of providing experienced people more time to help mentor replacements. Yet
implementation is elusive for many banks.
The move to ensure Loan Review’s “independence” has been successful. The question now is “Has it been too
successful?”
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TALENT – A DAY OF RECKONING DRAWS NEAR
Consistent with prior years’ results, the survey revealed that Loan Review is staffed by extremely experienced people,
regard less of asset size.

While this has many positive aspects, there is one overwhelmingly negative one that annihilates them all and that is the
staff is getting older and not getting refreshed. Conversations throughout the industry have revealed numerous
retirements have already transpired and many more will take place in the next five years. Trying to replace these
people is one of the bigger challenges facing Loan Review managers today. Again, conversations with banks throughout
the industry have revealed several different strategies to do so, mostly revolving around:
1) poaching from the Loan Review departments of other banks
2) hiring experienced credit related people (e.g., underwriters) from within the bank and focus on training them
on process as opposed to content (assuming they already have that).
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At best, this is simply a short-term solution (these people will retire soon as well) and does nothing to address the
structural issues.
At the heart of the matter, there is no appetite to take the time and spend the money necessary to identify and develop
a new cohort of Loan Review personnel.
A common rebuttal is that training is generally required of all Loan Review personnel, and the survey bears that out.
Only a third (or less depending on asset size) of the respondents do not have some type of training requirement for Loan
Review staff.

However, a deeper dive of that “requirement” reveals that for most banks, training is conducted using internal and
external sources. All banks have (or should have) training requirements for confidentiality, fair lending, information
security, anti-money laundering, fraud, and the list goes on and on. Much of this is done online using internal or
external resources. What is missing from the curriculum is credit.

While most banks tout their “conservative credit culture,” it remains that once a new hire leaves a credit training
program (if there is still one in place), ongoing credit training is not at the top of internal training budgets.
The problem with that is that Loan Review is, by its very nature, intensely reliant on strong credit analytical skills at both
the individual customer level (junior staff) as well as the portfolio segment level (senior staff). These skills are not
innate. They are honed by experience and supplemented by keeping abreast of the latest trends and issues related to
credit risk (for example, climate financial risk is rapidly becoming a key issue of concern – yet there is no defined
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approach or standard benchmarks in place to assess that type of risk). Those supplements are not always free. A
seminar/class might cost between $250 and $2,500 to register, plus the cost of getting there (as things reopen in the
post-pandemic world). Yet the survey reveals that most banks’ training budgets for Loan Review would probably not
even cover the cost of attending just one seminar per person, much less any sort of formalized training program to bring
“new hires” up to speed.

To avoid the day of reckoning that is most certainly coming in the next few years, banks which truly appreciate the
relevance of the Loan Review function need to come to terms with this issue and plan now BEFORE it reaches a crisis
point and a possible MRA (or worse). Poaching is not enough. Serious steps need to be taken to develop an onboarding
program for promising young candidates which includes robust training as well as mentoring with more experienced
staff while that staff is still in the bank. It may even provide an opportunity for keeping retired staff engaged with their
proteges to continue the value transfer.

THE LOAN REVIEW PROCESS – ARE TIMES A-CHANGING?
Historically, Loan Review has emulated the agencies’ examination approach, doing on-site or (more recently off-site)
“snapshot” style reviews of various portfolio segments in a bank (or bank holding company). However, that style is
evolving. While snapshot examinations are still a preferred way to conduct their activities, Loan Review is increasingly
looking to “continuous monitoring” as an acceptable approach.
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Getting under the numbers reveals some interesting insights:
•

•

•

Pure continuous monitoring activities are more likely to occur in banks under $10bn (85% of the banks
responding that all or most of our reviews are continuous monitoring). However, even then, that group only
represents 27% of the total universe of respondents under $10bn.
Pure exam-based activities (all reviews are exams) are most likely to occur in banks under $20bn (85% of those
so responding). Interestingly enough, 70% of those banks were under $10bn as well. So roughly 40% of banks
under $10bn were either all exam or all continuous monitoring.
By far the most popular approach is to have some combination of examinations and continuous monitoring,
and once a bank hits the $20bn threshold, that is overwhelmingly the case.

The issue is that the there is no standard, or even consistent definition, for what constitutes “continuous monitoring.” It
can range from re-underwriting deals immediately after they are booked to a very targeted review of certain loans in a
portfolio segment, generally on a frequent basis, based on internal or external inputs (e.g., reviewing hospitality loans
during the recent pandemic).
The top five objectives of a Loan Review Examination have not changed much over the years:

Risk rating accuracy is overwhelmingly the primary objective of any Loan Review department, regardless of the size of
the bank. From there, however, things divert somewhat. The larger the bank, asset quality is marginally less likely to be
as important, but the timeliness of the risk rating is much more important than at smaller institutions. Also, while not
part of the top five, two possible answers to this question in the survey were confirming the adequacy of the ACL and
documentation reviews. In both instances, community banks were much more likely than larger banks to be interested
in exploring these areas. In larger banks, these would be covered in other areas, such as Internal Audit.
A critical part of the Loan Review process is ascertaining what risk factors to use in assessing risk to determine where to
conduct the loan review activity. Regardless of the size of the bank, two things were very constant:
1) every respondent used a combination of at least four of the factors noted below as part of the risk
assessment process
2) everybody was concerned about the same things.
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In terms of coverage, penetration thresholds have not changed much over the years. Smaller banks are likelier to have
higher penetrations for a variety of reasons ranging from more staff relative to the size of the bank to less diversification
in the loan portfolio.

In addition, the top five selection criteria for how Loan Review gets there are the top five factors for all banks. From
there, however, there is some diversification between bigger banks and smaller banks. Banks over $10bn are much
more likely to use judgement as a factor in determining a scope (88% of respondents over $10bn vs. 65% under $10bn).
As might be expected, the line of business matters more for larger banks as well (70% of respondents over $50bn, 63%
between $10bn and $50bn and 40% under $10bn) as do leveraged loans (similar percentages). Officer and branch
matter more to banks under $10bn, while line availability is of more interest to the largest banks.
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Sample Selection Criteria for Loan Review

The upshot of the survey is that while there are nuances, Loan Review examinations are still largely conducted in pretty
much the same manner and in pretty much the same way as they have always been performed. However, while
examinations will not go away (at least in the near future), it is clear that continuous monitoring is becoming a more
important part of the Loan Review process. The conversation that the industry should have is whether it is necessary
that there be some standard, or even consistent definition, of what continuous monitoring should mean, or if
continuous monitoring is the exact opposite of the stability of the examination process and can only apply to an
individual bank’s circumstances. The answer does have implications as benchmarking, from productivity to KRIs and
KPIs, becomes more difficult without some degree of standardization.

AUTOMATION – FOCUSING ON WHAT’S IMPORTA NT
An immediate, concrete action that banks can take to address gaps and inefficiencies in the Loan Review workflow is to
automate it. In addition, an automated workflow solution helps to address the talent issue by:
1) Providing a standardized, regulated (though flexible) flow that assists in the onboarding and development of
less experienced staff.
2) Improving the efficiency of the process in such a way that allows experienced staff to get their work done more
quickly, thus providing the opportunity for mentoring and related activities.
Banks have been relentlessly beating the drum of workflow automation on the front line (CRM and loan origination) as
well as in the backroom. But, like the dearth of training dollars, the thought that Loan Review could benefit from
automation seems to escape strategic thought processes. Things are often still done “the old-fashioned way.”
The one undeniable fact is that businesses, regardless of size, are growing more complex. RISK is growing more
complex. For example, forty years ago, international trade was the domain of large multi-national enterprises. Today,
ANYBODY can engage in international trade. All you need is a website. To have one of the most important risk
identification and mitigation functions in the bank safely ensconced in 1995 is not a recipe for success. And yet, as the
survey bears out, even at the largest banks, this is what is transpiring.
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Loan Review people do not need to spend their time “pushing paper” and crunching numbers. A bank’s Board of
Directors and executive management need more and deserve better. The bank’s most experienced credit professionals
need to focus their skills and talents on understanding and elevating the potentially considerable risks that the bank is
taking and make the appropriate recommendations for addressing those risks to the board and executive management.
If they are spending 90% of their time just trying to work through the process, they are too exhausted to do their
primary job. The cost of automation is quite reasonable compared to the benefit gained. Just like with training, it is
time to get out of the “expense” mindset and understand you get what you pay for.

LOAN REVIEW “INDEPENDENCE” – REALLY?
While more controversial, another issue that potentially exacerbates the issues laid out above is that the reporting lines
for Loan Review have shifted very dramatically. That could have an impact on the understanding of the importance of
onboarding and ongoing credit training for Loan Review, much less how (and why) the function does the work. Twentyfive years ago, Loan Review typically reported to the Chief Credit Officer, at a minimum on an administrative basis.
Governance advocates (internal and external) expressed concern over the independence of the function to such a level
that the reporting lines were shifted to the board with administrative oversight by a non-credit function or directly
reporting to a non-credit function.
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This shift is further highlighted by the fact that the background of the administrative oversight of Loan Review is typically
not credit.

So, at one level, the desire of governance advocates to “liberate” Loan Review from the shackles of the Credit function
has been remarkably successful.
Loan Review is now considered in the third line of defense – an oversight function. However, as the survey bears out,
not really. For a majority of respondents, Internal Audit is required to do a review of Loan Review in some form or
fashion. At the risk of being cynical, who in the bank is doing that to Internal Audit?

While this is not going to get resolved in a white paper (this white paper anyway), it may be time for the industry
(including the agencies) to have a serious conversation about what “independence” really entails. While the “other”
category is substantial and needs further investigation, Loan Review frequently reports to someone who is more
steeped in “process.” While Loan Review is certainly a process, it is subservient to the “content” that Loan Review
provides, which is clearly spelled out in the Interagency Guidance on Credit Review Systems dated May 2020 (page 2).

“Regardless of the structure, an effective credit risk review system accomplishes the following objectives:
• Promptly identifies loans with actual and potential credit weaknesses so that timely action can be taken
to strengthen credit quality and minimize losses.
• Appropriately validates and, if necessary, adjusts risk ratings, especially for those loans with potential or
well-defined credit weaknesses that may jeopardize repayment.
• Identifies relevant trends that affect the quality of the loan portfolio and highlights segments of those
portfolios that are potential problem areas.
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• Assesses the adequacy of and adherence to internal credit policies and loan administration procedures
and monitors compliance with applicable laws and regulations.
• Evaluates the activities of lending personnel and management, including compliance with lending
policies and the quality of their loan approval, monitoring, and risk assessment.
• Provides management and the board of directors with an objective, independent, and timely
assessment of the overall quality of the loan portfolio.
• Provides management with accurate and timely credit quality information for financial and regulatory reporting
purposes, including the determination of an appropriate ACL or ALLL, as applicable.”
There is not an “adherence to…” requirement in most of these mandates. It is an ASSESSMENT of the risk in the
portfolio, identifying and elevating credit related weaknesses in a timely manner so that they can be mitigated before
they become dangerous or even life threatening to the bank. The question to debate is whether that is a third line
function or if it more accurately provides effective challenge to the primary risk takers of the bank – the first line.
As noted at the beginning, the intent of this whitepaper is to fuel conversations about tough issues facing Loan Review.
I look forward to being part of those conversations. Do not hesitate to contact me directly if you want to discuss the
issues in more detail.

kent kirby
Director – Strategic Solutions | DiCOM Software, LLC
phone: 407.270.0809
email: kkirby@dicomsoftware.com
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